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Title  45 — Public  Welfare 

SUBTITLE  A— DEPARTMENT  OF  HEALTH, 

EDUCATION,  AND  WELFARE,  GENERAL 

ADMINISTRATION 

part  74 — ^ADMINISTRATION  OF  GRANTS 

The  following  Part  74  establishes  a 
regulatory  umbrella  for  Department  of 
Health,  Educaton,  and  Welfare  (DHEW) 
implementation  of  Office  of  Management 
and  Budget  (OMB)  Circular  No.  A-102 
“Uniform  administrative  requirements 
for  grants-in-aid  to  State  and  local  gov¬ 
ernments.”  In  addition,  Part  74  estab¬ 
lishes  (in  Subpart  Q  and  Appendices  C, 
D,  E,  and  F)  principles  for  determining 
allowable  costs  under  DHEW  grants  to 
the  various  types  of  grantee  organiza¬ 
tions. 

Relation  to  OMB  Circular  No.  A-102. 
Subparts  B  through  P,  inclusive,  are  de¬ 
rived  from  OMB  Circular  No.  A-102, 
which  is  binding  on  DHEW  and  all  other 
Federal  agencies  making  grants  to  State 
and  local  governments.  The  Circular  was 
one  of  the  major  results  of  the  Federal 
Assistance  Review  (FAR)  program,  a 
three-year  effort  ordered  by  the  Presi¬ 
dent  on  March  29,  1969,  to  simplify, 
standardize,  decentralize,  and  otherwise 
modernize  the  Federal  grant  machinery. 
Inherent  in  the  FAR  program  and  in  the 
development  of  the  standards  in  Cfircular 
A-102  was  the  concept  of  placing  greater 
reliance  on  State  and  locsJ  governments. 

Circular  No.  A-102  consists  of  a  basic 
dociunent,  setting  forth  the  Circular’s 
purpose,  backgroimd,  certain  definitions, 
coverage,  etc.,  and  a  series  of  attach¬ 
ments,  each  of  which  covers  a  more  or 
less  discrete  area  of  grant  administra¬ 
tion.  The  Circular’s  attachments  are 


as  foUows: 

Attachment : 

Subject 

A . 

..  Cash  Depositories. 

B . 

..  Bonding  and  Insurance. 

C . 

..  Retention  and  Custodial 

D . . 

Requirements  for  Rec¬ 
ords. 

..  Waiver  of  “Single"  State 

E . . 

Agency  Requirements. 

..  Program  Income. 

F . . 

..  Matching  Share. 

G . - 

.  Standards  for  Grantee  FI- 

H. . - 

nanclal  Management 
Systems. 

Financial  Reporting  Re- 

I . 

qulrements. 

-  Monitoring  and  Reporting 

J . 

of  Program  Perform¬ 
ance. 

Grant  Payment  Require- 

K . 

ments. 

.  Budget  Revision  Proce- 

L . . 

dures. 

..  Grant  Closeout  Proce- 

M-_ . 

dures. 

_  Standard  Forms  for  Ap- 

N..™... 

plying  for  Federal  As¬ 
sistance. 

Property  Management 

O . 

Standards. 

_.  Procurement  Standards. 

Subpart  A  of  Part  74  provides  general 
requirements  applicable  to  Part  74  as  a 
whole,  and  Is  roughtly  analogous  in 
function  to  the  basic  A-102  circular  docu¬ 
ment.  Subparts  B  through  P  of  Part  74 
correspond  on  a  one-to-one  basis  with 
Attachments  A  through  O  of  the 
Circular. 


Cost  principles.  The  four  sets  of  cost 
principles  prescribed  by  Subpart  Q  (and 
set  forth  in  full  text  in  Appendices  C,  D, 
E,  and  F)  have  been  in  use  by  DHEW 
for  several  years  but  have  hitherto  been 
published  by  DHEW  only  in  staff  man¬ 
ual  and  brochure  formats. 

Appendix  C  covers  grants  to  State  and 
local  governments,  and  is  taken  essen¬ 
tially  verbatim  from  OMB  Circular  No. 
A-87  “Principles  for  determining  costs 
applicable  to  grants  and  contracts  with 
State  and  local  governments”  which  is 
binding  on  all  Federal  agencies.  Ap¬ 
pendix  D  covers  grants  to  institutions  of 
higher  education;  it  is  taken  essentially 
verbatim  from  OMB  (Circular  No.  A-21, 
which  is  also  Government-wide  in  ap¬ 
plicability.  Part  I  of  Circular  A-21  (and 
of  Appendix  D)  is  entitled  “Principles  for 
determining  costs  applicable  to  research 
and  development  under  grants  and  con¬ 
tracts  with  educational  Institutions." 
Part  n  is  entitled  “Principles  for  deter¬ 
mining  costs  applicable  to  training  and 
other  educational  service  under  grants 
and  contracts  w’ith  educational  institu¬ 
tions.” 

Appendices  E  and  F  respectively  cover 
grants  to  hospitals  and  grants  to  all 
other  nonprofit  organizations.  These  two 
sets  of  cost  principles  were  developed  by 
DHEW  several  years  ago  because  there 
are  no  Gk)vemment-wide  cost  principles 
for  these  two  kinds  of  grantee  organiza¬ 
tions.  The  DHETW  principles  are  basically 
translations  into  the  hospital  and  non¬ 
profit  organization  context  of  the  prec¬ 
edents  established  by  the  preexisting 
Government-wide  cost  principles  that 
have  been  applicable  to  other  types  of 
grantee  organizations.  In  the  hospital 
cost  principles,  the  provisions  dealing 
with  research  patient  care  costs  (for 
clinical  research  grants)  were  adapted 
from  the  principles  used  by  the  Social 
Security  Administration  for  reimburse¬ 
ment  of  (hospital)  provider  costs  under 
the  Medicare  program. 

Applicability  of  Subparts  B  through  P. 
Since  OMB  Circular  No.  A-102  is  appli¬ 
cable  to  all  Federal  grants  to  State  or 
local  governments.  Subparts  B  through 
P  of  Part  74  are  of  necessity  applicable  to 
all  DHEW  grants  to  State  or  local  gov¬ 
ernments.  For  this  pxupose,  the  terms 
“State”  and  “local  government”  are  (as 
in  Circular  A-102)  defined  in  Part  74 
(§  74.3)  so  as  not  to  Include  any  institu¬ 
tions  of  higher  education  or  hospitals. 

Circular  A-102  is  not  by  its  terms  re¬ 
quired  to  be  applied  to  Federal  grants  to 
school  districts.  However,  DHEW  has 
elected  to  apply  the  Circular  to  its  school 
district  grantees  as  if  such  application 
had  been  made  mandatory  by  OMB;  the 
Department  can  find  no  basis  for  deny¬ 
ing  school  districts  the  benefits  of  the 
new  standardization  of  administrative 
requirements.  DHEW  has  traditionally 
made  grants  to  school  districts  on  essen- 
tiaUy  the  same  terms  and  conditions  as 
grants  to  other  governmental  entities: 
nor  can  the  Department  find  any  provi¬ 
sions  in  Circular  A-102  which  appear  to 
be  unsuitable  for  school  districts.  To  re¬ 
flect  this  decision,  the  definition  of  “local 
government”  in  §  74.3  expressly  in¬ 


cludes  school  districts,  so  that  they  are 
covered  by  Subparts  B  through  P. 

DHEW  also  had  to  consider  the  ques¬ 
tion  of  whether  to  apply  the  provisions 
of  Circular  A-102  to  the  nongovern¬ 
mental  sector,  i.e.,  institutions  of  higher 
education,  hospitals,  and  other  nonprofit 
grantees.  Although  the  Circular  was 
designed  only  for  grants  to  State  and 
local  governments,  a  substantial  number 
of  its  provisions  are  equally  appropriate 
for  grants  to  nongovernn^ental  grantees. 
Additionally,  the  General  Services  Ad¬ 
ministration  is  expected  in  the  not  too 
distant  future  to  issue  a  Federal  policy 
statement  (binding  on  HEW)  which  in 
effect  will  extend  the  applicability  of 
many  of  Circiilar  A-102’s  provisions  to 
nongovernmental  grantees. 

In  keeping  with  Uie  traditional  DHEW 
practice  of  using  similar  terms  and  con¬ 
ditions  for  all  eligible  recipients,  it 
would  be  clearly  desirable  for  many 
DHEW  grant  programs  to  adopt  these 
A-102  provisions,  to  the  extent  feasible, 
for  all  grantee  types  at  the  same  time. 

Consequently,  Subparts  B  tlu’ough  P 
of  Part  74  are  designed  so  that  the  grant¬ 
ing  agencies  of  DHEW  may,  where  de¬ 
termined  to  be  appropriate,  make  them 
applicable  to  institutions  of  higher  edu¬ 
cation,  hospitals,  and  other  types  of 
grantees  which  are  not  State  or  local 
governments.  This  is  reflected  in 
§§  74.1(b)  and  74.4(a)(2)  of  Part  74. 

Within  certain  attachments  to  Cir¬ 
cular  A-102  there  are  a  few  provisions 
which  are  suitable  only  for  State  and 
local  governments  (including  school  dis¬ 
tricts)  .  The  corresponding  provisions  in 
Subparts  B  through  P  of  Part  74  ex¬ 
pressly  limit  their  applicability  to  only 
such  grantees.  Therefore  a  DHEW  grant¬ 
ing  agency  can  make  the  appropriate 
provisions  within  a  given  subpart  of 
Part  74  applicable  to  its  nongovern¬ 
mental  grantees  simply  by  making  the 
entire  subpart  applicable;  the  inappro¬ 
priate  provisions  are  self-deleting  for 
nongovernmental  grantees  and  would 
not  apply  in  such  cases.  This  is  reflected 
in  §  74.4(a)  (2)  (ii) . 

Most  of  DHEW’s  decisions  about  ap¬ 
plying  Part  74  to  nongovernmental  gran¬ 
tees  have  been  made,  and  are  reflected 
in  program  regulation  amendments  pub¬ 
lished  in  separate  documents  in  this  is¬ 
sue  of  the  Federal  Register.  Those 
amendments  are  discussed  below. 

Deferred  applicability  to  Office  of  Edu¬ 
cation  and  National  Institute  of  Educa¬ 
tion  programs.  Part  74  is  effective  on 
September  19, 1973,  except  for  those  pro¬ 
grams  administered  by  the  Office  of  Edu¬ 
cation  and  the  National  Institute  of  Edu¬ 
cation.  For  such  grant  programs.  Part 
74  will  become  effective  upon  adoption 
or  implementation  by  respectively  the 
Commissioner  of  Education  and  the  Di¬ 
rector  of  the  National  Institute  of  Edu¬ 
cation  in  regulations  issued  by  them 
with  the  approval  of  the  Secretary  of 
Health,  Education,  and  Welfare.  Both 
agencies  have  published  proposals  (Of¬ 
fice  of  Education  at  38  FR  10386, 
April  26,  1973,  and  National  Institute  of 
Education  at  38  FR  1020,  January  8, 
1973)  for  agency-wide  general  provi.sions 
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regulations  to  cover  all  their  grant  pro¬ 
grams.  When  republished  in  final  form, 
those  general  provisions  will  be  con¬ 
sistent  with  this  Part  74,  and  will  con¬ 
stitute  the  adoption  or  Implementation 
of  Part  74  by  the  Commissioner  and  the 
Director. 

Program  regulation  amendments.  In 
connection  with  the  issuance  of  this  Part 
74,  a  number  of  amendments  to  DHEW 
grant  program  regulations  are  published 
in  separate  documents  in  this  issue  of  the 
Federal  Register.  The  CFR  chapters  in¬ 
volved  are  as  follows: 

Title  42,  Chapter  I,  Public  Health  Service. 
Title  42,  Chapter  n.  Children’s  Bureau. 

Title  45,  Chapter  n.  Social  and  Rehabilita¬ 
tion  Service  (Assistance  Programs) . 

Title  45,  Chapter  IV,  SRS  (RehabUltation 

Programs) . 

Title  45,  Chapter  IX,  Administration  on 

Aging. 

The  primary  purpose  of  those  amend¬ 
ments  is  to  relate  those  program  regula¬ 
tions  to  this  new  Part  74.  They  accom¬ 
plish  Uiis  purpose  in  three  ways: 

(1)  They  revoke,  or  modify  as  neces¬ 
sary,  provisions  inconsistent  with  this 
Part  74; 

(2)  liiey  insert  crossreferences  to  this 
Part  74  where  appropriate,  in  order  to 
alert  the  reader  of  those  regulations  to 
the  applicability  of  this  regulation  to 
grants  to  State  and  local  governments; 
and 

(3)  Where  determined  to  be  appropri¬ 
ate,  they  provide  exceptions  to  specified 
subparts  of  this  Part  74.  They  also  make 
specified  subparts  of  Part  74  applicable 
to  grants  to  other  types  of  grantees. 

Omission  of  notice  of  proposed  rule 
making.  Notice  of  proposed  rule  making 
and  delay  in  effective  date  have  been 
omitted  in  the  issuance  of  these  amend¬ 
ments  which  relate  solely  to  administra¬ 
tive  requirements  and  cost  principles  for 
DHEW  grants. 

Opportunity  to  comment.  Written 
comments  concerning  these  amendments 
are  invited  from  interested  persons. 
Comments  may  be  addressed  to  the  As¬ 
sistant  Secretary  for  Administration 
and  Management,  Department  of  Health, 
Education,  and  Welfare,  330  Indepen¬ 
dence  Avenue  SW.,  Washington,  D.C. 
20201.  All  comments  received  in  re¬ 
sponse  to  this  invitation  will  be  avail¬ 
able  for  public  inspection  at  room  4829, 
400  Sixth  Street  SW.,  Washington,  D.C., 
between  the  hours  of  9:00  a.m.  and 
5:30  p.m.  weekdays.  Federal  holidays 
excepted. 

Interested  persons  are  reminded  that, 
as  explained  above,  much  of  the  follow¬ 
ing  Part  74  is  derived  from  OMB  Circu¬ 
lars  A-102,  A-87,  and  A-21,  from  which 
DHEW  cannot  imilaterally  deviate.  Con¬ 
sequently,  the  Department’s  discretion 
to  act  on  any  comments  which  take 
issue  with  provisions  mandated  by  OMB 
circulars  may  be  limited  to  referral  of 
such  comments  to  those  Federal  offi¬ 
cials  who  are  in  a  position  to  change  the 
circulars. 

Comments  on  other  aspects  of  Part 
74  (such  as  its  applicability  to  school 
districts,  institutions  of  higher  educa¬ 
tion,  hospitals,  and  other  recipients  not 
mandatorily  covered  by  Circular  A-102, 


the  DHEW  cost  principles  in  Apijendices 
E  and  F,  etc.)  will  be  considered  inde- 
pendMitly  by  the  Department. 

Effective  date. — This  part  shall  be¬ 
come  effective  on  September  19,  1973: 
Provided,  however.  That  with  respect  to 
programs  administered  by  the  Office  of 
Education  and  the  National  Institute  of 
Education,  this  part  shall  become  effec¬ 
tive  upon  adoption  or  implementation  in 
regulations  issued  by,  respectively,  the 
Commissioner  of  Education  and  the  Di¬ 
rector  of  the  National  Institute  of  Edu¬ 
cation,  with  the  approval  of  the  Secre¬ 
tary  of  Health,  Education,  and  Welfare, 
Dated  September  7,  1973. 

Frank  Carlucci, 

Acting  Secretary  of  Health. 
Education,  and  Welfare. 

Subtitle  A  of  Title  45  of  the  Code  of 
Federal  Regulations  is  amended  by  add¬ 
ing  a  new  Part  74,  as  follows: 

Subpart  A — Ganaral 

Sec. 

74.1  Purpose  and  scope  of  this  part. 

74.2  Scope  of  subpart. 

74.3  Definitions. 

74.4  Applicability  of  this  part. 

74.5  Appeals. 

74.6  Deviations. 

Subpart  B — Cash  Depositories 

74.10  Physical  segregation  and  eligibility. 

74.1 1  Checks-pald  basis  letter  of  credit. 

74.12  Minority-owned  banks. 

Subpart  C — Bonding  and  Insuranco 

74.15  General. 

74.16  Construction  and  facility  improve¬ 

ment. 

74.17  Loan  guarantees. 

Subpart  O — Retention  and  Custodial 
Requirements  for  Records 

74.20  Length  of  retention  period. 

74.21  Starting  date  of  retention  period. 

74.22  Substitution  of  microfilm. 

74.23  Access  to  records. 

74.24  Restrictions  on  public  access. 

Subpart  E — Waiver  of  "Single”  State  Agency 
Requirements  [Reserved] 

Subpart  F — Grant-Reiated  Income 

74.40  Scope  of  subpart. 

74.41  Meaning  of  program  income. 

74.42  Interest  Income. 

74.43  Sale  of  real  and  personal  property. 

74.44  Royalties. 

74.45  Other  program  income. 

74.46  Earmarked  revenues  of  State  or  local 

governments. 

Subpart  G — Matching  and  Cost  Sharing 

74.50  Purpose  and  scope. 

74.51  Definitions. 

74.52  Allowability. 

74.53  Valuation  of  in-klnd  contributions 

from  third  parties. 

74.54  Supporting  records  for  in-kind  con¬ 

tributions  from  third  parties. 

Subpart  H — Standards  for  Grantee  and 
Subgrantee  Financial  Management  Systems 

74.60  Scope  of  subpart. 

74.61  Standards. 

74.62  Subgrantees. 

Subpart  I — Financial  Reporting  Requirements 

74.70  Scope  of  subpart. 

74.71  Definitions. 

74.72  Authorized  form  and  instructions. 

74.73  Financial  Status  ReiK>rt. 

74.74  Report  of  Federal  Cash  Transactions. 

74.75  Request  for  Advance  or  Reimburse¬ 

ment. 


Sec. 

74.76  Outlay  Report  and  Request  for  Reim¬ 

bursement  for  Construction  Pro¬ 
grams. 

74.77  Requests  for  supplementary  Treasury 

checks. 

Subpart  J — Monitoring  and  Reporting  of  Program 
Performance 

74.80  Scope  of  subpart. 

74.81  Monitoring  by  grantees. 

74.82  Performance  reports  for  noncon¬ 

struction  grants. 

74.83  Performance  reports  for  construction 

grants. 

74.84  Significant  developments  between 

scheduled  reporting  dates. 

74.85  Budget  revision. 

74.86  Site  visits. 

Subpart  K — Grant  Payment  Requirements 

74.90  Scope  of  subpart. 

74.91  Definitions. 

74.92  Payment  methods  for  nonconstruc¬ 

tion  grants. 

74.93  Payment  methods  for  construction 

grants. 

74.94  Withholding  of  payments. 

74  95  Requesting  advances  or  reimburse¬ 
ments. 

Subpart  L — Budget  Revision  Procedures 

74.100  Scope  of  subpart. 

74.101  Grant  budget. 

74.102  Nonconstruction  grants. 

74.103  Construction  grants. 

74.104  Construction  and  nonconstruction 

work  under  the  same  grant. 

74.105  Authorized  funds  exceeding  grantee 

needs. 

74.106  Method  of  requesting  approvals. 

74.107  Notification  of  approval  or  disap¬ 

proval. 

Subpart  M — Grant  Closeout,  Suspension,  and 
Termination 

74.110  Definitions. 

74.111  Closeout. 

74.112  Violation  of  grant  terms  and  con¬ 

ditions. 

74.113  Suspension. 

74.114  Termination. 

Subpart  N — Forms  for  Applying  for  Grants 

74.120  Scope  of  subpart. 

74.121  Authorized  forms  and  instructions. 

74.122  Preapplication  for  Federal  Assist¬ 

ance. 

74.123  Notice  of  Preapplication  Review 

Action. 

74.124  Application  for  Federal  Assistance 

(Nonconstruction  Programs) 

74.125  Application  for  Federal  Assistance 

(for  Construction  Programs) 

74.126  Application  for  Federal  Assistance 

(Short  Form) 

Subpart  O — Property 

74.130  Scope  of  subpart. 

74.131  General. 

74.132  Definitions. 

74.133  Real  property. 

74.134  Nonexpendable  personal  property. 

74.135  Transfer  of  title  to  certain  property. 

74.136  Property  management  standards. 

74.137  Expendable  personal  property. 

74.138  Waiver  of  accountability. 

74.139  Patents  and  Inventions. 

74.140  Copyrights. 

74.141  Determining  percentage  of  participa¬ 

tion. 

Subpart  P — Procurement  Standards 

74.150  Scope  of  subpart. 

74.151  General. 

74.152  Code  of  Conduct. 

74.153  Free  competition. 

74.154  Procedural  requirements. 

74.155  Negotiated  procurements  by  State  or 

local  governments. 
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74.156  Contractor  responsibility. 

74.167  Records  for  negotiated  procurements 

by  State  or  local  governments. 

74.158  Contract  administration  system. 

74.159  Contract  and  subgrant  provisions. 

Subpart  Q— Cost  Principles 

74.170  Scope  of  subpart. 

74.171  Grants  to  State  or  local  governments. 

74.172  Grants  to  institutions  of  higher  edu¬ 

cation. 

74  173  Grants  to  hospitals. 

74.174  Grants  to  other  nonprofit  organiza¬ 

tions. 

74.175  Subgrants  and  cost-type  contracts. 
Appendix  A — (Reserved) 

Appendix  B — [Reserved] 

Appendix  C — Prlclples  for  determining  costs 
applicable  to  grants  and  con¬ 
tracts  with  State  and  local 
governments. 

Appendix  D — Part  I — Principles  for  deter¬ 
mining  costs  applicable  to 
research  and  development 
under  grants  and  contracts 
with  educational  institu¬ 
tions. 

Part  II — Principles  for  deter¬ 
mining  costs  applicable  to 
training  and  other  educa¬ 
tional  services  under  grants 
and  contracts  with  educa¬ 
tional  institutions. 

Appendix  E — Principles  for  determining  costs 
applicable  to  research  and 
development  under  grants 
and  contracts  with  hospitals. 
Appendix  F — Principles  lor  determining  costs 
applicable  to  grants  and 
contracts  with  nonprofit  In¬ 
stitutions. 

Authority:  5  XJ.S.C.  301.  Subparts  B 
through  P  Inclusive  also  issued  under  Office 
of  Management  and  Budget  Circular  No.  A- 
102.  Apendix  C  also  Issued  under  Office  of 
Management  and  Budget  Circular  No.  A-87. 
Appendix  D  also  issued  under  Office  of  Man¬ 
agement  and  Budget  Circular  No.  A-21. 

Subpart  A — General 
§  74.1  Purpose  and  scope  of  this  part. 

ta)  This  part  establishes: 

<1)  Uniform  requirements  for  the  ad¬ 
ministration  of  HEW  grants  to  State  or 
local  governments,  and 

(2)  Principles  for  determining  costs 
applicable  to  activities  assisted  by  HEW 
grants  awarded  to: 

(i)  State  or  local  governments 

<ii)  Institutions  of  higher  education 

(iii)  Hospitals,  and 

( iv)  Other  nonprofit  organizations. 

(b)  Subparts  B  through  P,  Inclusive, 

of  this  part  are  designed  so  that  they 
may  also  be  applied  to  grants  to  grantees 
other  than  State  and  local  governments, 
where  the  granting  agency  concerned  as 
a  matter  of  policy  (see  §  74.4(a)  (2) ) 
finds  such  application  to  be  appropriate. 

§  74.2  Scope  of  subpart. 

This  subpart  sets  forth  (a)  general 
rules  and  regulations  pertaining  to  this 
Part  74  (definitions,  purpose  and  scope, 
applicability,  and  appeals)  and  (b)  pro¬ 
cedures  for  control  of  deviations  from  the 
part. 

§  74.3  Definitions. 

As  used  in  this  part,  the  words  and 
terms  defined  in  this  section  shall  have 
the  meanings  set  forth  below,  unless  a 


different  definition  is  prescribed  for  a 
particular  portion  of  this  part. 

“Grant”  means  money,  or  property 
provided  in  lieu  of  money,  paid  or  fur¬ 
nished  by  the  Federal  Government  to  an 
eligible  recipient  under  pre^rams  that 
provide  financial  assistance.  The  term 
includes  such  financial  assistance  when 
provided  by  contract,  but  does  not  in¬ 
clude  any  Federal  procurements  subject 
to  the  procurement  regulations  in  41 
CFR,  nor  does  it  include  technical  as¬ 
sistance  or  other  assistance  in  the  form 
of  revenue  sharing,  loans,  loan  guaran¬ 
tees,  interest  subsidies,  insurance,  or  di¬ 
rect  appropriations. 

“Grantee”  means  the  organization  or 
person  to  w'hich  a  grant  is  made  and 
wdiich  is  accountable  to  the  Federal  Gov¬ 
ernment  for  the  use  of  the  funds  pro¬ 
vided.  The  term  does  not  Include  any 
secondary  recipients  such  as  subgrant¬ 
ees,  contractors,  etc.,  who  may  receive 
funds  from  a  grantee  pursuant  to  a 
grant. 

“Granting  agency”  means  the  oper¬ 
ating  agency  of  HEW  (or  the  organiza¬ 
tional  component  within  the  OfiBce  of  the 
Secretary  of  Health,  Education,  and  Wel¬ 
fare)  authorized  to  award  and  admin¬ 
ister  grants,  including  (1)  the  OfiBce  of 
Education,  (2)  the  Health  Services  and 
Mental  Health  Administration,  (3)  the 
Social  and  Rehabilitation  Service,  (4) 
the  National  Institutes  of  Health,  (5)  the 
Food  and  Drug  Administration,  or  (6) 
the  National  Institute  of  Education. 

“HEW”  means  the  U.S.  Department  of 
Health,  Education,  and  Welfare,  includ¬ 
ing  its  granting  agencies. 

The  term  “local  government”  means  a 
local  unit  of  government  including  spe¬ 
cifically  a  county,  municipality,  city, 
town,  township,  school  district,  local  pub¬ 
lic  authority,  special  district,  intrastate 
district,  coimcil  of  governments,  sponsor 
group  representative  organization,  and 
other  regional  or  interstate  government 
entity,  or  any  agency  or  instrumentality 
of  a  local  government  exclusive  of  insti¬ 
tutions  of  higher  education  and  hospitals. 

“CXJPM”  means  the  OfiBce  of  Grants 
and  Procurement  Management,  which  is 
an  organizational  component  within  the 
OfiBce  of  the  Secretary  of  Health,  Edu¬ 
cation,  and  Welfare. 

“OMB”  means  the  OfiBce  of  Manage¬ 
ment  and  Budget  within  the  Executive 
OfiBce  of  the  President. 

“State”  means  any  of  the  several  States 
of  the  United  States,  the  District  of  Co¬ 
lumbia,  the  Commonwealth  of  Puerto 
Rico,  any  territory  or  possession  of  the 
United  States,  or  any  agency  or  instru¬ 
mentality  of  a  State  exclusive  of  State 
institutiems  of  higher  education  and 
hospitals. 

“Subgrant”  means  money,  or  property 
provided  in  lieu  of  money,  paid  or  fur¬ 
nished  by  a  grantee  to  an  eligible  re¬ 
cipient  as  financial  assistance  pursuant 
to  a  grant.  The  term  Includes  such  finan¬ 
cial  assistance  when  provided  by  con¬ 
tract,  but  does  not  include  procurements, 
nor  does  it  include  any  form  of  assistance 
which  is  excluded  from  the  definition  of 
“grant”  in  this  section. 


“Subgrantee”  means  the  organization 
or  person  to  which  a  subgrant  is  made 
and  which  is  accountable  to  the  grantee 
for  the  use  of  the  funds  provided. 

“Terms  and  conditions”  of  a  grant 
means  all  legal  requirements  imposed  on 
a  grant  by  the  Federal  Government 
whether  under  statute,  regulations, 
the  grant  award  document  itself,  or 
otherwise. 

§  74.4  Applicability  of  tliis  part. 

(a)  Subparts  B  through  P.  inclusive — 
(1)  Applicability  to  State  or  local  govern¬ 
ments.  Except  to  the  extent  inconsistent 
with  an  applicable  Federal  statute  or 
regulation.  Subparts  B  through  P,  inclu¬ 
sive  of  this  part,  are  applicable  to  all 
HEW  grants  to  State  or  local  govern¬ 
ments.  Note,  however,  that  Subpart  N 
“Forms  for  Applying  for  Grants”  has  a 
more  limited  applicability,  as  stated 
therein. 

(2)  Applicability  to  other  types  of 
grantees,  (i)  Subparts  B  through  P,  in¬ 
clusive  of  this  part,  are  applicable  to 
HEW  grants  to  grantees  other  than  State 
and  local  governments  only  to  the  extent 
made  applicable  by  other  duly  published 
HEW  policy  statements  (usually,  but  not 
necessarily.  In  the  program  relations 
of  the  granting  agency) . 

(ii)  Where  any  given  subpart  of  this 
part  has  been  so  made  applicable  in  its 
entirety,  any  particular  provision  in  that 
subpart  which  by  its  terms  is  expressly 
limited  to  State  or  local  governments 
shall  not  be  deemed  to  have  been  made 
applicable  to  other  grantees.  See,  for  ex¬ 
ample,  5§  74.44(b)  and  (c)(1)  (ii).  74.46, 
74.61(h),  74.102(b)  (3)  and  (4).  74.140, 
74.154(e),  74.155,  74.157,  and  74.159(b) 
(1)  and  (2). 

(b)  Subpart  Q.  The  applicability  of 
Subpart  <3  of  this  part  is  set  forth 
therein. 

§  74.5  Appeals. 

Attention  is  called  to  the  fact  that 
in  accordance  with  Part  16  of  this  title, 
grantees  may  formally  appeal  certain 
postaward  administrative  decisions  made 
by  HEW  ofiBcials. 

§  74.6  Deviations. 

(a)  A  deviation  shall  be  considered  to 
be  either  of  the  following,  except  when 
specifically  mandated  by  Federal  legis¬ 
lation: 

(1)  Use  of  any  policy,  procedure,  form, 
standard,  or  grant  condition  which  is 
inconsistent  with  an  applicable  pro¬ 
vision  of  this  part,  or 

(23)  Failure  to  use  when  applicable 
any  policy,  procedure,  form,  standard, 
or  grant  condition  which  is  required 
by  this  part. 

(b)  In  the  interest  of  maintaining  uni¬ 
formity  to  the  greatest  extent  feasible, 
deviations  shall  be  kept  to  a  minimum. 
A  deviation,  whether  proposed  by  an  ap¬ 
plicant  for  a  grant,  a  grantee,  or  an 
ofiBcial  of  the  granting  agency,  may  be 
authorized  only  when  necessary  to  meet 
programmatic  objectives,  or  to  con¬ 
serve  grant  fimds,  or  is  otherwise  es¬ 
sential  in  the  public  interest. 
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(c)  Deviations  from  subparts  B 
through  P,  inclusive,  of  this  part  may 
be  made  on  an  HEW  grant  to  a  State 
or  a  local  government,  or  a  class  of  such 
grants,  only  when  authorized  by  both; 

(1)  The  head  of  the  granting  agency, 
or  other  officials  if  designated  in  or  pur¬ 
suant  to  formal  deviation  control  pro¬ 
cedures  established  by  the  agency,  and 

(2)  OGPM. 

(d)  Where  a  provision  in  subparts  B 
through  P,  inclusive,  of  this  part  has 
been  made  applicable  (in  accordance 
with  §  74.4(a)  (2) )  to  a  class  of  HEW 
grants  to  organizations  other  than  State 
or  local  governments,  deviations  from 
that  provision  on  such  grants  may  be 
made  only  when  authorized  by  the  head 
of  the  granting  agency  or  by  other  of¬ 
ficials  if  designated  in  or  pursuant  to 
formal  deviation  control  procedures  es¬ 
tablished  by  the  agency. 

(e)  Deviations  from  Subpart  Q  of  this 
part  and  Appendices  C,  D,  E,  and  P  to 
this  part  may  be  made  only  as  follows: 

(1)  In  individual  cases  (i.e.,  where 
only  a  single  grant  is  involved)  devi¬ 
ations  may  be  authorized  by  the  head  of 
the  granting  agency  or  by  other  officials 
if  designated  in  or  pursuant  to  formal 
deviation  control  procedures  established 
by  the  agency. 

(2)  Deviations  in  classes  of  cases  may 
be  made  only  when  authorized  as  pro¬ 
vided  in  paragraph  (c)  of  this  section. 

Subpart  B — Cash  Depositories 

§  74.10  Physiral  8egrr{;aliun  and  eligi¬ 
bility. 

Except  as  provided  in  §  74.11,  HEW 
will  not: 

(a)  Require  physical  segregation  of 
cash  depositories  for  HEW  grant  funds 
which  are  provided  to  a  grantee: 

(b)  Establish  any  eligibility  require¬ 
ments  for  cash  depositories  in  which 
HEW  grant  funds  are  deposited  by 
grantees  or  their  subgrantees. 

§  74.11  Cherks-paid  basis  letter  of  eredit. 

A  separate  bank  account  shall  be  used 
when  payments  under  letter  of  credit  are 
made  on  a  “check-paid”  basis  in  accord¬ 
ance  with  agreements  entered  into  by  a 
grantee,  the  Federal  Government,  and 
the  banking  institutions  involved.  A 
checks-paid  basis  letter  of  credit  is  one 
under  which  funds  are  not  drawn  from 
the  Treasury  until  the  grantee’s  checks 
h.ave  been  presented  to  its  bank  for 
payment. 

§  74.12  Minority-owned  banks. 

Consistent  with  the  national  goal  of 
expanding  opportunities  for  minority 
business  enterprises,  grantees  are  en¬ 
couraged  to  use  minority-owned  banks. 

Subpart  C — Bonding  and  insurance 
§  74.15  General. 

In  administering  HEW  grants,  grantees 
shall  observe  their  regular  requirements 
and  practices  with  respect  to  bonding 
and  insurance.  HEW  will  not  Impose 
additional  bonding  and  insurance  re- 
qtiirements,  including  fidelity  bonds,  ex¬ 
cept  as  provided  in  SS  74.16  and  74.17. 


§  74.16  Construction  and  facility  im¬ 
provement. 

The  recipient  of  an  HEW  grant  which 
requires  contracting  for  construction  or 
facility  improvement  (including  any 
HEW  grant  which  provides  for  altera¬ 
tions  or  renovations  of  real  property) 
shall  follow  its  own  requirement  and 
practices  relating  to  bid  guarantees,  per¬ 
formance  bonds,  and  payment  bonds  ex¬ 
cept  for  contracts  exceeding  $100,000. 
For  contracts  exceeding  $100,000,  the 
minimum  requirements  shall  be  as 
follows: 

(a)  A  bid  guarantee  from  each  bidder 
equivalent  to  five  percent  of  the  bid  price. 
The  bid  guarantee  shall  consist  of  a  firm 
commitment  such  as  a  bid  bond,  certified 
check,  or  other  negotiable  instrument 
accompanying  a  bid  as  assurance  that 
the  bidder  will,  upon  acceptance  of  his 
bid,  execute  such  contractual  documents 
as  may  be  required  within  the  time 
specified. 

(b)  A  performance  bond  on  the  part 
of  the  contractor  for  100  percent  of  the 
contract  price.  A  performance  bond  is 
one  executed  in  connection  with  a  con¬ 
tract  to  secure  fulfillment  of  all  the 
contractor’s  obligations  under  the  coii- 
tract. 

(c)  A  payment  bond  on  the  part  of  the 
contractor  for  100  percent  of  the  con¬ 
tract  price.  A  payment  bond  is  one 
executed  in  connection  with  a  contract 
to  assure  payment  as  required  by  law 
of  all  i.ersons  supplying  labor  and  ma¬ 
terial  in  the  execution  of  the  work  pro¬ 
vided  for  in  the  contract. 

§  74.17  Loan  guarantees. 

Where  in  connection  with  an  HEW 
grant,  HEW  also  guarantees  the  pay¬ 
ment  of  money  borrowe'’  by  the  grantee, 
the  granting  agency  may  at  its  discre¬ 
tion,  require  adequate  bonding  and  in¬ 
surance  if  the  bonding  and  insurance 
requirements  of  the  grantee  are  not 
deemed  to  be  sufficient  to  protect  ade¬ 
quately  the  interests  of  the  Federal 
Government. 

Subpart  D — Retention  and  Custodial 
Requirements  for  Records 

§  74.20  Length  of  retention  period. 

HEW  will  not  impose  record  retention 
requirements  over  and  above  those  es¬ 
tablished  by  the  grantee  except  that 
financial  records,  supporting  docu¬ 
ments,  statistical  records,  and  all  other 
records  pertinent  to  an  HEW  grant,  or 
to  any  subgrant  (or  negotiated  contract 
exceeding  $2,500)  thereunder,  shall  be 
retained  for  a  period  of  three  years, 
with  the  following  qualifications: 

(a)  If  audit  by  or  on  behalf  of  the 
Federal  Government  has  begun  but  is 
not  completed  at  the  end  of  the  three- 
year  period,  or  if  audit  findings  have 
not  been  resolved  at  the  end  of  the 
three-year  period,  the  records  shall  be 
retained  until  resolution  of  the  audit 
findings.  In  no  case,  however,  will  HEW 
require  retention  of  records  relating  to 
any  grant  with  respect  to  which  actions 
by  the  United  States  to  recover  for  di¬ 
version  of  money  paid  under  the  grant 


are  barred  by  the  statute  of  limitations 
in  28  U.S.C.  2415(b). 

(b)  In  order  to  avoid  duplicate  record¬ 
keeping,  granting  agencies  may  make 
special  arrangements  with  grantees  to 
retain  any  records  which  are  continu¬ 
ously  needed  for  joint  use.  The  granting 
agency  will  request  transfer  of  records  to 
its  custody  from  grantees  when  it  deter¬ 
mines  that  the  records  possess  long-term 
retention  value.  When  the  records  are 
transferred  to  or  maintained  by  HEW, 
the  three  year  retention  requirement  is 
not  applicable  to  the  grantee. 

§  74.21  Starting  date  of  retention  period. 

(a)  General.  Except  for  records  cov¬ 
ered  by  paragraphs  (b)  and  (c)  of  this 
section,  where  HEW  grants  support  is 
continued  or  renewed  on  an  annual  or 
essentially  annual  basis,  the  retention 
period  for  each  year’s  records  starts  from 
the  date  of  submission  to  HEW  of  the 
grantee’s  annual  expenditure  report  for 
that  year;  in  all  other  cases  the  reten¬ 
tion  period  starts  from  the  date  of  sub¬ 
mission  to  HEW  of  the  grantee’s  final  ex¬ 
penditure  report.  The  term  “expenditure 
report”  means: 

(1)  For  nonconstruction  grants,  the 
“Financial  Status  Report”  (or  other  re¬ 
port  equivalent  thereto) . 

(2)  For  construction  grants,  the  “Out¬ 
lay  Report  and  Request  for  Reimburse¬ 
ment  for  Construction  Programs”  (or 
other  report  equivalent  thereto) . 

(b)  Records  for  nonexpendable  prop¬ 
erty.  For  nonexpendable  personal  prop¬ 
erty  whose  acquisition  cost  was  borne  in 
whole  or  in  part  by  an  HEW  grant,  the 
property  records  required  by  §  74.136(a) 
shall  be  retained  for  three  years  after 
final  disposition  of  the  property.  For 
purposes  of  this  paragraph,  payment  by 
the  grantee  to  the  United  States  for  the 
Federal  share  of  the  fair  market  value  of 
such  property,  in  accordance  with  Sub¬ 
part  O  of  this  part,  shall  be  deemed  a 
final  disposition  of  such  property. 

(c)  Records  for  indirect  cost  rate  pro¬ 
posals,  etc. — (1)  Applicability.  This  par¬ 
agraph  applies  to  records  supporting  (i) 
indirect  cost  rate  proposals,  (ii)  cost 
allocation  plans  of  State  and  local  gov¬ 
ernments  pursuant  to  Appendix  C  to 
this  part,  (iii)  hospital  patient  care  rate 
proposals,  and  (iv)  any  similar  account¬ 
ing  computations  of  the  rate  at  which  a 
particular  group  of  costs  is  chargeable  to 
HEW  grants.  Examples  of  the  latter  are 
computer  usage  chargeback  rate  compu¬ 
tations  and  composite  fringe  benefit  rate 
computations, 

(2)  If  submitted  to  the  Federal  Gov¬ 
ernment.  If  the  proposal,  plan,  or  other 
computation  is  required  to  be  submitted 
to  the  Federal  Government  to  form  the 
basis  for  negotiation  of  the  rate,  then 
the  three-year  retention  period  for  its 
supporting  records  starts  from  the  date 
of  such  submission. 

(3)  If  not  submitted  to  the  Federal 
Government.  If  the  proposal,  plan,  or 
other  computation  is  not  required  to  be 
submitted  to  the  Federal  Government  for 
negotiation  purposes,  then  the  three- 
year  retention  period  for  its  supporting 
records  starts  from  the  end  of  the 
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grantee’s  fiscal  year  (or  other  accounting 
period)  covered  by  the  prop>osal,  plan,  or 
other  computation. 

§  74.22  Substitution  of  niicrolilm. 

Grantees  may  be  authorized  by  the 
granting  agoicy  to  substitute  microfilm 
or  other  adequate  copies  in  lieu  of  orig¬ 
inal  records. 

§  74.23  Access  to  records. 

(a)  HEW  and  the  Comptroller  Gen¬ 
eral  of  the  United  States,  or  any  of  their 
duly  authorized  representatives,  shall 
have  access  to  any  books,  documents, 
papers,  and  records  of  the  grantee  which 
any  of  them  determine  are  pertinent  to 
a  specific  HEW  grant,  for  the  purpose  of 
making  audit;  examination,  excerpts  and 
transcripts. 

(b)  In  the  case  of  a  subgrant  (or  nego¬ 
tiated  contract  exceeding  $2,500)  under 
an  HEW  grant,  the  grantee,  HEW,  the 
Comptroller  cieneral  of  the  United 
States,  or  any  of  their  duly  authorized 
representatives,  shall  have  access  to  any 
books,  documents,  papers,  and  records  of 
the  subgrantee  (or  the  contractor)  which 
the  grantee,  HEW,  the  Comptroller  Gen¬ 
eral  of  the  United  States,  or  any  of  their 
duly  authorized  representatives  deter¬ 
mine  are  pertinent  to  the  specific  HEW 
grant,  for  the  purpose  of  making  audit, 
examination,  excerpts,  and  transcripts. 

§  74.24  Restrirtions  on  publir  acress. 

Unless  otherwise  required  by  law,  HEW 
will  not  place  restrictions  on  grantees 
which  will  limit  public  access  to  the 
grantee’s  records  or  to  the  records  of 
their  subgrantees  or  contractors,  except 
when  the  records  must  remain  confiden¬ 
tial  for  any  of  the  following  reasons: 

(a)  To  prevent  a  clearly  unw'arranted 
invasion  of  personal  privacy; 

(b)  To  comply  with  an  Executive  Or¬ 
der  or  statute  which  specifically  requires 
the  records  to  be  kept  secret ; 

(c)  To  protect  commercial  or  finan¬ 
cial  information  obtained  from  a  person 
or  a  firm  on  a  privileged  or  confidential 
basis;  or 

(d)  To  protect  information  which  can 
be  improperly  exploited  for  personal 
gains. 

Subpart  E — Waiver  of  Single  State 

Agency  Requirements  [Reserved] 

Subpart  F — Grant-Related  Income 
§  74.40  .Scope  of  suhparl. 

This  subpart  sets  forth  standards  for 
grantees  in  accounting  for  program  in¬ 
come  and  other  income  related  to  proj¬ 
ects  and  programs  financed  in  whole  or  in 
part  by  HEW  grants. 

§  74.41  Meaning  of  program  income. 

As  used  in  this  subpart,  the  term 
“program  income’’  shall  have  the  mean¬ 
ing  set  forth  for  that  term  in  §  74.71. 

§  74.42  Interest  income. 

(a)  As  used  in  paragraph  (b)  of  this 
section: 

(1)  The  term  “State”  shall  have  the 
meaning  set  forth  In  §  102  of  the  Inter¬ 
governmental  Cooperation  Act  of  1968. 

(2)  The  term  “grant-ln-ald”  shall 


have  the  meaning  set  forth  for  that  term 
in  section  106  of  the  Intergovernmental 
Cooperation  Act  of  1968. 

(b)  In  accordance  wltli  section  203  of 
the  Intergovernmental  Cooperation  Act 
of  1968,  States  shall  not  be  held  account¬ 
able  for  interest  earned  on  grant-ln-ald 
funds,  pending  their  disbursement  for 
program  purposes. 

(c)  In  all  other  cases,  grantees  shall 
remit  to  the  Federal  Government  any 
interest  earned  on  advances  of  grant 
funds. 

§  74.43  Sale  of  real  and  personal  prop¬ 
erly. 

Proceeds  from  the  sale  of  real  and 
tangible  personal  property  whose  acquisi¬ 
tion  cost  was  borne  in  whole  or  in  part 
by  an  HEW  grant  shall  be  handled  in 
accordance  with  Subpart  O  of  this  part. 

§  74.44  Royalties. 

(a)  Applicability — (1)  Copyrights. 
This  section  applies  to  royalties  received 
by  grantees  from  copyrights  on  publica¬ 
tions  or  other  works  developed  under 
HEW  grants. 

(2)  Patents.  This  section  also  applies 
to  royalties  received  by  grantees  from 
patents  on  inventions  conceived  or  first 
actually  reduced  to  practice  in  the  course 
of  or  under  any  HEW  grant. 

(b)  During  the  grant  period.  (1)  If 
the  grantee  is  a  State  or  local  govern¬ 
ment.  royalties  received  during  the  grant 
period  shall  be  retained  by  the  grantee. 
The  terms  and  conditions  of  the  grant 
shall  provide  either: 

(1)  That  such  royalties  shall  be  used  by 
the  grantee  for  any  purposes  which  fur¬ 
ther  the  objectives  of  the  legislation 
under  which  the  grant  was  made,  or 

(ii)  That  such  royalties  shall  be  de¬ 
ducted  from  total  project  costs  for  the 
purpose  of  determining  the  net  costs  on 
which  the  Federal  share  of  costs  shall 
be  based. 

(2)  When  the  grantee  is  a  State  or 
local  government,  the  grantee  shall  elect 
either  of  the  alternatives  specified  in  sub- 
paragraph  (1)  of  this  paragraph  if  the 
terms  and  conditions  of  the  grant  do  not 
specify  which  is  to  be  followed. 

(3)  If  the  grantee  is  not  a  State  or 
local  government,  disposition  of  royalties 
received  during  the  grant  period  shall  be 
governed  by  agreements  as  provided  in 
paragraphs  (c)(1)  (i)  and  (c)(2)  of  this 
section. 

(c)  After  the  grant  period — (1)  Copy¬ 
rights.  (i)  Disposition  of  copyright  royal¬ 
ties  received  after  the  termination  or 
completion  of  the  grant  period  should 
ordinarily  be  governed  by  specific  agree¬ 
ments  between  the  granting  agency  and 
the  grantee.  Such  agreements  may  be 
negotiated  on  a  case-by-case  basis,  or 
may  be  in  the  form  of  a  standard  rule  or 
policy  of  the  granting  agency,  agreed  to 
by  the  grantee  as  one  of  the  conditions 
of  the  grant. 

(ii)  If  the  grantee  is  a  State  or  local 
government  and  no  other  agreement  be¬ 
tween  the  granting  agency  and  the 
grantee  is  applicable,  the  Federal  share 
of  copyright  royalties  in  excess  of  $200 
received  annually  shall  be  paid  by  the 


grantee  to  the  granting  agency.  In  such 
cases,  the  Federal  share  of  the  royal¬ 
ties  shall  be  computed  on  the  same  ra¬ 
tion  basis  as  the  percentage  of  Federal 
participation  in  the  cost  of  the  project  or 
program.  This  percentage  of  participa¬ 
tion  shall  be  determined  in  accordance 
with  §74.141. 

(2)  Patents.  Disposition  of  patent  roy¬ 
alties  received  after  the  termination  or 
completion  of  the  grant  period  shall  be 
governed  by  agreements  between  the  As¬ 
sistant  Secretary  for  Health,  Depart¬ 
ment  of  Health,  Education,  and  Welfare, 
and  the  grantee,  pursuant  to  the  De¬ 
partment’s  patent  regulations  (Parts  6 
and  8  of  this  title) . 

§  74.45  Other  program  income. 

(a)  This  section  applies  to  all  program 
Income  earned  during  the  grant  period 
except  royalties  and  proceeds  from  the 
sale  of  real  property  or  tangible  personal 
property. 

(b)  All  such  income  earned  during 
the  grant  period  shall  be  retained  by  the 
grantee.  The  terms  and  conditions  of 
the  grant  shall  provide  either: 

(1)  That  such  income  shall  be  ased 
by  the  grantee  for  any  purposes  which 
further  the  objectives  of  the  legislation 
under  which  the  grant  was  made,  or 

(2)  That  such  Income  shall  be  de¬ 
ducted  from  total  project  costs  for  the 
purpose  of  determining  the  net  costs  on 
which  the  Federal  share  of  costs  shall 
be  based. 

(c)  The  grantee  shall  elect  either  of 
the  alternatives  specified  in  paragraph 
(b)  of  this  section  if  the  terms  and  con¬ 
ditions  of  the  grant  do  not  specify  w'hich 
is  to  be  followed. 

§  74.46  Earmarked  revenues  of  Slate  or 
local  goveraments. 

State  or  local  government  grantees 
shall  record  the  receipt  and  expenditure 
of  revenues  such  as  taxes,  special  assess¬ 
ments,  levies,  fines,  etc.,  as  a  part  of 
grant  project  transactions  when  such 
revenues  are  specifically  earmarked  for 
a  grant  project  in  accordance  with  the 
terms  and  conditions  of  a  grant. 

Subpart  G — Matching  and  Cost  Sharing 
§  74.50  Purpose  and  .scope. 

ITiis  subpart  sets  forth  criteria  and 
procedures  for  the  allowability  and  eval¬ 
uation  of  cash  and  in-kind  contributions 
in  satisfying  matching  or  cost  sharing 
requirements  of  HEW  grants. 

§  74.51  Definitions. 

“Cash  contributions”  means  the 
grantee’s  cash  outlay.  Including  the  out¬ 
lay  of  money  contributed  to  the  grantee 
by  third  parties.  Unless  authorized  by 
Federal  legislation,  outlays  charged  to 
other  Federal  grants  or  to  Federal  con¬ 
tracts  may  not  be  considered  as  grantee’s 
cash  contributions. 

“In-kind  contributions”  represent  the 
value  of  noncash  contributions  provided 
by  the  grantee  or  third  parties.  In-kind 
contributions  may  consist  of  charges  for 
real  property  and  nonexpendable  per¬ 
sonal  property,  and  the  value  of  goods 
and  services  directly  benefiting  and 
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specifically  identifiable  to  the  grant- 
supported  activity.  Unless  otherwise  au¬ 
thorized  by  Fedkiral  legislation,  charges 
for  property  purchased  wholly  with  Fed¬ 
eral  funds,  and  charges  based  on  the 
Federal  share  of  the  value  of  property 
purchased  partly  with  Federal  funds, 
may  not  be  considered  as  the  grantee’s 
in-kind  contributions. 

“Matching  or  cost  sharing”  repre¬ 
sents,  in  general,  that  portion  of  project 
costs  not  borne  by  the  Federal  Govern¬ 
ment. 

“Project  costs”  means  the  sum  of  (a) 
the  allowable  costs  incurred  by  the 
grantee  and  (b)  the  allowable  in-kind 
contributions  made  by  third  parties. 

§  74.52  Allowability. 

(a)  Matching  or  cost  sharing  may  con¬ 
sist  of: 

(1)  Charges  incurred  by  the  grantee  as 
project  costs.  Not  all  charges  require  cash 
outlays  during  the  grant  period  by  the 
grantee;  examples  are  depreciation  and 
use  allowances  for  buildings  and 
equipment. 

(2)  Project  costs  financed  with  cash 
contributed  or  donated  to  the  grantee 
by  third  parties. 

(3)  Project  costs  represented  by  in- 
kind  contributions  made  by  non-Federal 
third  parties.  Where  in-kind  contribu¬ 
tions  are  made  by  the  Federal  Govern¬ 
ment,  they  may  be  included  in  the 
grantee’s  matching  or  cost  sharing  only 
if  Federal  legislation  authorizes  such 
inclusion. 

(b)  All  contributions  whether  cash  or 
in-kind  (including  in-kind  contributions 
from  third  parties)  shall  be  accepted  as 
part  of  the  grantee’s  matching  or  cost 
sharing  when  such  contributions: 

(1)  Are  identifiable  from  the  grantee’s 
records,  and 

(2)  Are  not  included  as  contributions 
for  any  other  federally  assisted  program, 
or  any  Federal  contract,  and 

(3)  Are  necessary  and  reasonable  for 
proper  and  efficient  accomplishment  of 
project  objectives,  and 

(4)  If  made  by  the  grantee,  are  types 
of  costs  which  are  allowable  under  the 
applicable  cost  principles  specified  in 
Subpart  Q  of  this  part,  and 

(5)  Are  not  borne  by  the  Federal  Gov¬ 
ernment  directly  or  indirectly  under  any 
Federal  grant  or  contract  (unless  the 
other  grant  or  contract  may,  under  au¬ 
thority  of  law,  be  used  for  matching  or 
cost  sharing) ,  and 

(6)  Conform  to  other  applicable  pro- 
vlsi(xis  of  this  subpart. 

§  74.53  Valuation  of  in-kind  rontribu- 
tions  from  third  parties. 

(a)  Valuation  of  volunteer  services. — 

(1)  General.  Volimteer  services  may  be 
furnished  by  professional  and  techni¬ 
cal  personnel,  consultants,  and  other 
skilled  and  unskilled  labor.  Volimteered 
service  may  be  counted  as  matching  or 
cost  sharing  if  it  is  an  integral  and  nec¬ 
essary  part  of  an  approved  program. 

(2)  Rates  for  volunteer  services.  Rates 
for  volunteers  should  be  consistent  with 
those  regular  rates  paid  for  similar 
work  in  other  activities  of  the  grantee. 
In  cases  where  the  kinds  of  skills  re¬ 


quired  for  the  federally  assisted  activi¬ 
ties  are  not  found  in  the  other  activities 
of  the  grantee,  rates  used  should  be  con¬ 
sistent  with  those  paid  for  similar  work 
in  the  labor  market  in  which  the  grantee 
competes  for  the  kind  of  services  in¬ 
volved. 

(3)  Volunteers  employed  by  other 
organizations.  When  an  employer  other 
than  the  grantee  furnishes  the  services 
of  an  employee,  these  services  shall  be 
valued  at  the  employee’s  regular  rate  of 
pay  (exclusive  of  fringe  benefits  and 
overhead  cost)  provided  these  services 
are  in  the  same  skill  for  which  the  em¬ 
ployee  is  normally  paid. 

(b)  Valuation  of  donated  real  or  tan¬ 
gible  personal  property,  or  use  thereof. — 

(1)  Donation  of  title.  If  the  donor  trans¬ 
fers  title  to  the  property,  the  amoimt  to 
be  allowed  as  matching  or  cost  sharing 
shall  be  determined  as  if  the  grantee 
had  purchased  the  property  and  had 
paid  the  fair  market  value  of  the  prop¬ 
erty  at  the  time  of  transfer. 

(2)  Donation  of  use.  If  only  use  of  the 
property  is  donated,  and  the  donor  re¬ 
tains  title,  the  amount  to  be  allowed  as 
matching  or  cost  sharing  shall  be  deter¬ 
mined  as  if  the  grantee  had  rented  the 
property  and  had  paid  the  property’s 
fair  rental  value. 

(3)  Appraisal.  The  granting  agency 
may  require  that  the  value  of  real  prop¬ 
erty  be  established  by  an  independent 
appraiser  (i.e.,  a  private  realty  firm  or  a 
General  Services  Administration  repre¬ 
sentative)  and  certified  by  the  responsi¬ 
ble  official  of  the  grantee  as  a  precondi¬ 
tion  to  allowability  for  matching  or  cost 
sharing  purposes. 

(c)  Valuation  of  other  in-kind  con¬ 
tributions  by  third  parties.  Other  neces¬ 
sary  in-kind  contributions  made  by  third 
parties  specifically  for  and  in  direct 
benefit  to  the  grant  program  may  be 
accepted  as  matching  or  cost  sharing 
provided  that  they  are  adquately  sup¬ 
ported  and  permissible  under  the  law. 
Such  charges  must  be  reasonable  and 
properly  justifiable. 

§  74.,54  Supporting  records  for  in-kind 
contributions  from  third  parties. 

The  following  requirements  pertain  to 
the  grantee’s  supporting  records  for  in- 
kind  contributions  from  third  parties: 

(a)  The  extent  of  volunteer  services 
must  be  supported  by  the  same  methods 
used  by  the  grantee  for  its  employees. 

(b)  The  basis  for  determining  the 
charges  for  personal  services,  material, 
equipment,  buildings,  and  land  must  be 
documented. 

Subpart  H — Standards  for  Grantee  and 

Subgrantee  Financial  Management 

Systems 

§  74.60  Scope  of  subpart. 

This  subpart  prescribes  standards  for 
financial  management  systems  of  grant- 
supported  activities  conducted  by  grant¬ 
ees  and  their  subgrantees.  Neither  the 
Department  nor  its  granting  agencies 
will  impose  additional  standards  unless 
specifically  provided  for  elsewhere  in 
this  part.  However,  suggestions  and  as¬ 
sistance  may  be  provided  in  establish¬ 


ing  or  improving  financial  management 
systems  when  needed  or  requested. 

§  74.61  Standards. 

Grantee  financial  management  sys¬ 
tems  for  grants  and  subgrantee  financial 
management  systems  for  subgrants  shall 
provide  for: 

(a)  Accurate,  current,  and  complete 
disclosure  of  the  financial  results  of  each 
grant  in  accordance  with  Federal  re¬ 
porting  requirements  and  for  each  sub¬ 
grant  in  accordance  with  the  grantee’s 
requirements.  Except  when  specifically 
required  by  law,  HEW  will  not  require 
financial  reporting  on  the  accrual  basis 
from  organizations  whose  records  are 
not  maintained  on  that  basis.  However, 
when  accrual  reporting  is  required  by 
law,  organizations  whose  records  are  not 
maintained  on  that  basis  will  not  be 
required  to  convert  their  accoimting 
systems  to  the  accrual  basis;  they  may 
develop  the  accrual  information  through 
an  analysis  of  the  documentation  on 
hand  or  on  the  basis  of  best  estimates. 

(b)  Records  which  Identify  adequately 
the  source  and  application  of  funds  for 
grant-  or  subgrant-supported  activities. 
These  records  shall  contain  information 
pertaining  to  grant  or  subgrant  awards 
and  authorizations,  obligations,  unobli¬ 
gated  balances,  assets,  liabilities,  out¬ 
lays,  and  income. 

(c)  Effective  control  over  and  ac- 
coimtability  for  all  grant  or  subgrant 
funds,  and  real  and  personal  property 
acquired  with  grant  or  subgrant  funds. 
Grantees  and  subgrantees  shall  ade¬ 
quately  safeguard  all  such  property  and 
shall  assure  that  it  is  used  solely  for 
authorized  purposes. 

(d)  Comparison  of  actual  with 
budgeted  amoimts  for  each  grant  or  sub¬ 
grant,  and,  when  specifically  required  by 
the  performance  reporting  requirements 
of  the  grant  or  subgrant,  relation  of  fi¬ 
nancial  information  with  performance 
or  productivity  data,  including  the  pro¬ 
duction  of  unit  cost  information. 

(e)  Procedures  to  minimize  the  time 
elapsing  between  the  transfer  of  funds 
from  the  U.S.  Treasury  and  the  disburse¬ 
ment  by  the  grantee,  whenever  cash  is 
advanced  by  the  Federal  Government. 
When  advances  are  made  by  a  letter-of- 
credit  method,  the  grantee  shall  make 
drawdowns  from  the  U.S.  Treasury 
through  his  commercial  bank  as  close 
as  possible  to  the  time  of  making  the 
disbursements.  Subgrantees  shall  insti¬ 
tute  analogous  procedures  when  funds 
are  advanced  by  the  grantee. 

(f)  Procedures  for  determining  the 
allowability  and  allocability  of  costs  in 
accordance  with  the  applicable  cost 
principles  prescribed  by  Subpart  Q  of 
this  part. 

(g)  Accounting  records  which  are  sup¬ 
ported  by  source  documentation. 

(h)  (1)  If  the  grantee  or  subgrantee  is 
a  State  or  local  government,  audits  to  be 
made  by  the  State  or  local  government 
or  at  its  direction  to  determine,  at  a 
minimum,  the  fiscal  integrity  of  grant 
or  subgrant  financial  transactions  and 
reports,  and  the  compliance  with  the 
terms  and  conditions  of  the  grant  or 
subgrant.  The  grantee  or  subgrantee  will 


FEDERAL  REGISTER,  VOL  38,  NO.  1 81— WEDNESDAY,  SEPTEMBER  19,  1973 


26280 


RULES  AND  REGULATIONS 


schedule  such  audits  with  reasonable  fre¬ 
quency,  usually  annually,  but  not  less 
frequently  than  once  every  two  years, 
considering  the  nature,  size,  and  com¬ 
plexity  of  the  activity. 

(2)  Recipients  other  than  State  or  lo¬ 
cal  governments  are  encouraged  but  not 
required  to  meet  the  standard  set  forth 
in  subparagraph  (1)  of  this  paragraph. 

(i)  A  systematic  method  to  assure 
timely  and  appropriate  resolution  of  au¬ 
dit  findings  and  recommendations. 

§  74.62  Subgranlees. 

The  standards  in  S  74.61,  as  they  apply 
to  subgrantees,  shall  be  included  In  the 
terms  and  conditions  of  subgrants 
awarded  under  HEW  grants. 

Subpart  I — Financial  Reporting 
Requirements 

§  74.70  Scope  of  subpart. 

This  subpart  prescribes  requirements 
for  grantees  to  report  financial  informa¬ 
tion  to  granting  agencies  and  to  request 
advances  and  reimbursement  when  a  let- 
ter-of-credit  method  is  not  used,  and 
promulgates  standard  forms  incident 
thereto. 

§  74.71  Definitions. 

As  used  in  this  subpart  and  in  the  forms 
Identified  by  this  subpart: 

“Accrued  expenditures”  are  the  charges 
incurred  by  the  grantee  during  a  given 
period  requiring  the  provision  of  fimds 
for:  (a)  Goods  and  other  tangible  prop¬ 
erty  received;  (b)  services  performed  by 
employees,  contractors,  subgrantees,  and 
other  payees;  and  (c)  amoimts  becoming 
owed  luider  programs  for  which  no  cur¬ 
rent  services  or  performance  are  required. 

“Accrued  income”  is  the  earnings  dur¬ 
ing  a  given  period  which  is  a  source  of 
funds  resulting  from  (a)  services  per¬ 
formed  by  the  grantee,  (b)  goods  and 
other  tangible  property  delivered  to  pur¬ 
chasers,  and  (c)  amounts  becoming  owed 
to  the  grantee  for  which  no  current  serv¬ 
ices  or  performance  are  required  by  the 
grantee. 

“Disbursements”  are  payments  in  cash 
or  by  check. 

“Federal  funds  authorized”  represents 
the  total  amoimt  of  the  Federal  fxmds 
authorized  for  obligations  and  establishes 
the  ceiling  for  obligation  of  Federal 
funds.  This  amount  may  include  any  au¬ 
thorized  carryover  of  tmobligated  funds 
from  prior  fiscal  years. 

“In-kind  contributions”  represent  the 
value  of  noncash  contributions  provided 
by  the  grantee  or  third  parties.  In-kind 
contributions  may  consist  of  charges  for 
real  property  and  nonexpendable  per¬ 
sonal  property,  and  value  of  goods  and 
services  directly  benefiting  and  specifi¬ 
cally  identifiable  to  the  grant-supported 
activity.  Unless  otherwise  authorized  by 
Federal  legislation,  charges  for  property 
purchased  wholly  with  Federal  fimds, 
and  charges  based  on  the  Federal  share 
of  the  value  of  property  purchased  partly 
with  Federal  funds,  may  not  be  consid¬ 
ered  as  the  grantee’s  in-kind  contribu¬ 
tions. 

“Obligations”  are  the  amounts  of  or¬ 
ders  placed,  cimtracts  and  grants 


awarded,  services  received,  and  similar 
transactions  during  a  given  period,  which 
will  require  payment  during  the  same 
or  a  future  period. 

“Outlays”  represent  charges  made  to 
the  grant  project  or  program.  Outlays 
may  be  reported  on  a  cash  or  accrued 
expenditure  basis.  See  §8  74.61(a)  and 
74.73(b). 

“Program  income”  represents  earnings 
by  the  grantee  realized  from  the  grant- 
supported  activities  as  a  result  of  the 
grant.  Such  earnings  exclude  interest 
income  and  may  include,  but  will  not  be 
limited  to,  income  from  service  fees,  sale 
of  commodities,  usage  or  rental  fees, 
sale  of  assets  purchased  with  grant 
funds,  and  royalties  on  patents  and  copy¬ 
rights.  Program  income  may  be  reported 
on  a  cash  or  accrued  income  basis.  See 
88  74.61(a)  and  74.73(b). 

“Unobligated  balance”  is  the  portion 
of  the  funds  authorized  by  the  granting 
agency  which  has  not  been  obligated  by 
the  grantee  and  is  determined  by  deduct¬ 
ing  the  cumulative  obligations  from  the 
funds  authorized. 

“Unpaid  obligations”  represent  the 
amount  of  obligations  inciu-red  by  the 
grantee  which  have  not  been  paid. 

§  74.72  .Authorized  forms  and  iiisirur- 
lions. 

(a)  Only  those  forms  specified  in 
88  74.73  through  74.76,  Inclusive,  and 
such  supplementary  or  other  forms  as 
may  from  time  to  time  be  authorized  by 
(XjPM  and  OMB,  may  be  used: 

(1)  For  obtaining  financial  informa¬ 
tion  from  grantees  for  grant  programs,  or 

(2)  For  requesting  advances  or  reim¬ 
bursements  when  letters  of  credit  are 
not  used. 

(b)  All  applicable  standard  instruc¬ 
tions  promulgated  by  OMB  for  use  in 
connection  with  the  forms  specified  in 
88  74.73  through  74.76,  inclusive,  shall 
be  followed.  Granting  agencies  may 
promulgate  substantive  supplementary 
instructions  only  with  the  approval  of 
OGPM  and  OMB. 

(c)  Grantees  shall  submit  the  original 
and  two  copies  of  forms  required  pur¬ 
suant  to  this  subpart.  However,  grant¬ 
ing  agencies  may  waive  the  requirement 
for  the  second  copy,  or  both  copies, 
when  not  needed. 

(d)  The  forms  (with  their  instruc¬ 
tions)  specified  in  88  74.73  through  74.76, 
inclusive,  shall  be  available  to  the  pub¬ 
lic  upon  request  to  any  granting  agency. 

§  74.73  Financial  Status  Report. 

(a)  Form.  Grantees  shall  use  the 
standard  Financial  Status  Report  pre¬ 
scribed  by  Attachment  H  of  OMB  Circu¬ 
lar  No.  A-102  to  report  the  status  of 
funds  for  all  nonconstruction  grant  pro¬ 
grams.  Granting  agencies,  however,  have 
the  option  of  not  requiring  the  Finan¬ 
cial  Status  Report  when  the  Request  for 
Advance  or  Reimbursement  (see  8  74.75) 
is  determined  to  provide  adequate  in¬ 
formation  to  meet  their  needs,  except 
that  a  final  Financial  Status  Report  shall 
be  required  at  the  completion  of  the  grant 
when  the  Request  for  Advance  or  Reim¬ 
bursement  form  is  used  only  for  ad¬ 
vances. 


(b)  Accounting  basis.  Each  grantee 
shall  report  outlays  and  program  income 
on  the  same  accounting  basis,  i.e.,  cash  or 
accrued  exptenditme  (accrual),  which  it 
used  in  maintaining  its  accounting  rec¬ 
ords.  The  basis  used  by  a  grantee  must  be 
consistent  for  all  grants.  See  8  74.61(a). 

(c)  Frequency.  For  research  project 
grants,  reports  shall  be  submitted  annu¬ 
ally,  and  a  final  report  shall  be  submitted 
upon  completion  or  termination  of  grant 
support.  For  all  other  types  of  grants,  the 
granting  agency  shall  prescribe  the  fre¬ 
quency  of  the  report,  considering  the  size 
and  complexity  of  the  particular  pro¬ 
gram.  However,  the  report  shall  not  be 
required  more  frequently  than  quarterly 
or  less  frequently  than  annually,  and  a 
final  report  shall  be  required  upon  com¬ 
pletion  or  termination  of  grant  support. 

(d)  Due  date.  When  reports  are  re¬ 
quired  on  a  quarterly  or  semi-annual 
basis,  they  shsdl  be  due  thirty  days  after 
the  end  of  the  specified  reporting  period. 
When  required  on  an  annual  basis,  they 
shall  be  due  ninety  days  after  the  end 
of  the  grant  year.  Final  reports  shall  be 
due  ninety  days  after  the  completion  or 
termination  of  grant  support.  Justified 
requests  from  individual  grantees  for  ex¬ 
tension  of  reporting  due  dates  will  be 
approved  whenever  feasible. 

§  74.74  Report  of  Federal  eash  transac- 
tioiifl. 

(a)  Form.  When  funds  are  advanced  to 
grantees  through  letters  of  credit  or  with 
Treasury  checks,  each  grantee  shall  sub¬ 
mit  the  Report  of  Federal  Cash  Transac¬ 
tions  prescribed  by  Attachment  H  of 
OMB  (Circular  No.  A-102.  This  report  will 
be  used  by  HEW  financial  officers  to 
monitor  cash  advanced  to  grantees  and 
to  obtain  disbursement  or  outlay  infor¬ 
mation  for  each  grant  or  project  from  the 
grantees.  The  format  of  the  report  may 
be  adapted  as  appropriate  when  report¬ 
ing  is  to  be  accomplished  with  the  assist¬ 
ance  of  automatic  data  processing  equip¬ 
ment,  provided  that  the  information  to 
be  submitted  is  not  changed. 

(b)  Forecasts  of  Federal  cash  require¬ 
ments.  Forecasts  of  Federal  cash  re¬ 
quirements  may  be  required  in  the  “Re¬ 
marks”  section  of  the  report. 

(c)  Cash  in  hands  of  secondary  recipi¬ 
ents.  When  deemed  necessary  and  feasi¬ 
ble  by  the  responsible  HEW  finance  offi¬ 
cer,  grantees  may  be  required  to  report  in 
the  “Remarks”  section  of  the  report  the 
amount  of  cash  advances  in  excess  of 
three  days’  requirements  in  the  hand  of 
subgrantees  or  other  secondary  recipi¬ 
ents,  and  to  provide  short  narrative  ex¬ 
planations  of  actions  taken  by  the 
grantees  to  reduce  the  excess  balances. 

(d)  Frequency  and  due  date.  Grantees 
shall  submit  the  Report  of  Federal  Cash 
Transactions  no  later  than  fifteen  work¬ 
ing  days  following  the  end  of  each  quar¬ 
ter.  However,  where  a  letter  of  credit  au¬ 
thorizes  advances  at  an  annualized  rate 
of  one  million  dollars  or  more,  the  re¬ 
sponsible  HEW  financial  officer  may  re¬ 
quire  the  reports  to  be  submitted  within 
fifteen  working  days  following  the  end  of 
each  month. 
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(e)  Waiver.  HETW  finance  oflScers  may 
waive  the  requirement  lor  submission  of 
the  Report  of  Federal  Cash  Transactions 
when  a  grantee's  monthly  sidvances  do 
not  exceed  $10,000:  Provided,  That  such 
advances  are  monitored  through  other 
forms  authorized  pursuant  to  this  sub¬ 
part,  or  the  grantee’s  accounting  controls 
are  adequate  to  minimize  excessive  Fed¬ 
eral  advances. 

§  74.75  Request  for  Advance  or  Reim¬ 
bursement. 

(a)  Grantees  shall  submit  their  re¬ 
quests  for  advance  payments  or  reim¬ 
bursements  under  nonconstruction 
grants  and  their  requests  for  advance 
payments  under  construction  grants,  on 
the  Request  for  Advance  or  Reimburse¬ 
ment  form  prescribed  by  Attachment 
H  of  OMB  Circular  No.  A-102  when  let¬ 
ters  of  credit  or  predetermined  auto¬ 
matic  Treasury  check  advance  methods 
are  not  used.  Additionally,  granting 
agencies  may  prescribe  this  form  for 
construction  grants  in  lieu  of  the  Outlay 
Report  and  Request  for  Reimburse¬ 
ment  for  Construction  Programs  as  spec¬ 
ified  in  S  74.76(d) . 

(b)  Grantees  will  be  authorized  to 
submit  no  less  often  than  monthly  their 
requests  for  advances  or  reimbursement 
when  letters  of  credit  or  predetermined 
automatic  Treasury  check  advance 
methods  are  not  used. 

§  74.76  Outlay  Report  and  Request  for 
Reimbur.sement  for  Construetion 
Programs. 

(a)  Construction  grants  paid  by  reim¬ 
bursement  method.  (1)  Requests  for  re¬ 
imbursement  under  construction  grants 
shall  be  submitted  on  the  Outlay  Report 
and  Request  for  Reimbursement  for 
Construction  Programs  form  prescribed 
by  Attachment  H  of  OMB  Circular  No. 
A-102.  Granting  agencies  may,  however, 
substitute  the  Request  for  Advance  or 
Reimbursement  form  specified  in 
§  74.75  in  lieu  of  this  form  when  they 
determine  that  the  former  provides  ade¬ 
quate  information  to  meet  their  needs. 

(2)  Grantees  will  be  authorized  to 
submit  no  less  often  than  monthly  their 
requests  for  reimbursement  under  con¬ 
struction  grants. 

(b)  Construction  grants  paid  by  letter 
of  credit  or  Treasury  check  advances. 

(1)  When  a  construction  grant  is  paid 
by  letter  of  credit  or  Treasury  check 
advances,  the  grantee  shall  report  its 
outlays  to  the  granting  agency  using 
the  Outlay  Report  and  Request  for  Re¬ 
imbursement  for  Construction  Programs 
form  prescribed  by  Attachment  H  of 
OMB  Circular  No.  A-102.  In  these  cases, 
the  grantee  should  leave  blank  those 
items  on  the  form  which  are  applicable 
only  when  requesting  reimbursement, 
l.e.,  items  3,  5,  10,  lit,  llu,  and  llv. 

(2)  In  lieu  of  the  certification  and 
signatures  in  items  12,  12a,  and  12b, 
the  following  certification,  signed  on 
behalf  of  the  grantee  by  an  authorized 
official  of  the  grantee  organization,  shall 
be  submitted  to  the  granting  agency 
with  the  outlay  report: 

I  certify  that  to  the  best  of  my  knowl¬ 
edge  and  belief  the  accompanying  report  la 


correct  and  complete  and  that  aU  outlays 
reported  therein  are  for  the  purpoeea  set 
forth  In  the  grant  award  documents. 

Information  as  to  percentage  of  project 
completion  and  certification  thereof  by 
the  Government  representative  shall  be 
submitted  independently  of  the  outlay 
report,  at  such  times  and  by  such  means 
as  may  be  prescribed  by  the  granting 
agency. 

(3)  Frequency  and  due  date  of  the 
Outlay  Report  and  Request  for  Reim¬ 
bursement  for  Construction  Programs 
shall  be  governed  by  §  74.73(c)  and  (d). 

(c)  Accounting  basis.  The  accoimting 
basis  for  the  Outlay  Report  and  Request 
for  Reimbursement  for  Construction 
Programs  shall  be  governed  by 
§  74.73(b). 

(d)  Alternative  forms.  For  construc¬ 
tion  grants  paid  by  the  reimbursement 
method,  or  by  Treasury  check  advances 
based  on  periodic  requests  from  the 
grantee,  granting  agencies  may  substi¬ 
tute  the  Request  for  Advance  or  Reim¬ 
bursement  specified  in  §  74.75  in  lieu  of 
the  Outlay  Report  and  Request  for  Re-^ 
Imbursement  for  Construction  Programs.' 
When  any  other  payment  method  is  used 
granting  agencies  may  substitute  'the 
Financial  Status  Report  specified  in 
§  74.73. 

§  74.77  Requests  for  Bupplementary 
Treasury  checks. 

When  the  drawing  authority  for  a 
specified  period  under  a  letter  of  credit 
is  insufficient,  the  grantee  may  request  a 
supplementary  Treasury  check  payment 
by  letter. 

Subpart  J — Monitoring  and  Reporting  of 
Program  Performance 

§  74.80  Scope  of  subpart. 

This  subpart  setj  forth  the  procedures 
for  monitoring  and  reporting  program 
performance  imder  HEW  grants.  These 
procedures  are  designed  to  place  greater 
reliance  on  grantees  to  manage  the  day- 
to-day  operations  of  their  grant-sup¬ 
ported  activities. 

§  74.81  Monitoring  by  grantees. 

Grantees  shall  constantly  monitor  the 
performance  imder  grant-supported 
activities  to  assure  that  adequate  prog¬ 
ress  is  being  made  towrards  achieving  the 
goals  of  the  grant.  This  review  shall  be 
made  for  each  program,  function,  or 
activity  of  each  grant  as  set  forth  in  the 
approved  grant  application  or  State  plan. 

§  74.82  Performanee  reports  for  n  jn- 
construction  grants. 

(a)  Where  the  granting  agency  deter¬ 
mines  that  performance  information  suf¬ 
ficient  to  meet  its  programmatic  needs 
wall  be  available  from  continuation  or 
renewal  applications,  the  granting 
agency  wall  require  the  grantee  to  sub¬ 
mit  a  performance  report  only  with  the 
final  Financial  Status  Report  (or  other 
financial  report  equivalent  thereto). 
Note  that  the  “Application  for  Federal 
Assistance  (Nonconstruetkm  Programs)  ’’ 
prescribed  by  Subpart  N  of  this  part, 
when  used  to  request  a  continuation  or 
renewal,  provides  Information  sub¬ 


stantially  equivalent  to  a  performance 
report. 

(b)  Except  as  provided  in  paragraph 
(a)  of  this  section,  or  as  otherwise  au¬ 
thorized  by  OGPM,  granting  agencies 
shall  require  grantees  to  submit  a  per¬ 
formance  report  with  each  Financial 
Status  Report  (or  other  financial  re¬ 
port  equivalent  thereto)  in  the  frequency 
established  by  Subpart  I  of  this  part.  The 
granting  agency  shall  prescribe  the  fre¬ 
quency  with  which  performance  reports 
will  be  submitted  with  the  Request  for 
Advance  or  Reimbursement  when  that 
form  is  used  in  lieu  of  the  Financial 
Status  Report:  in  such  cases  perform¬ 
ance  reports  may  be  required  not  more 
frequently  than  quarterly,  or  less  fre¬ 
quently  than  annually. 

(c)  Performance  reports  shall  include, 
to  the  extent  appropriate  to  the  particu¬ 
lar  grant,  a  brief  presentation  of  the  fol¬ 
lowing  for  each  program,  function,  or 
activity  Involved: 

(1)  A  comparison  of  actual  accomp¬ 
lishments  to  the  goals  established  for  the 
period.  Where  the  output  of  grant  pro¬ 
grams  can  be  readily  quantified,  such 
quantitative  data  should  be  related  to 
cost  data  for  computation  of  unit  costs. 

(2)  Reasons  for  slippage  in  those  cases 
where  established  goals  were  not  met. 

(3)  Other  pertinent  information  in¬ 
cluding,  when  appropriate,  analysis  and 
explanation  of  cost  overruns  or  high  unit 
costs. 

§  74.83  Performance  reports  for  con¬ 
struction  grants. 

In  general,  granting  agencies  rely 
heavily  on  on-site  technical  Inspection 
and  certified  percentage-of -completion 
data  to  keep  themselves  informed  as  to 
progress  under  ccaistruction  grants. 
Therefore  formal  performance  reports 
from  grantees  to  supplement  those 
sources  of  information  shall  be  required 
only  if  deemed  necessary  by  the  grant¬ 
ing  agency,  and  in  no  case  more  fre¬ 
quently  than  quarterly. 

§  74.84  Significant  developments  be¬ 
tween  scheduled  reporting  dates. 

Between  the  scheduled  performance 
reporting  dates,  events  may  occur  which 
have  significant  impact  upon  the  grant- 
supported  activity.  In  such  cases,  the 
grantee  shall  inform  the  granting  agency 
as  sodh  as  the  following  types  of  condi¬ 
tions  become  known: 

(a)  Problems,  delays,  or  adverse  con¬ 
ditions  which  wall  materially  impair  the 
ability  to  attain  the  objectives  of  the 
grant.  This  disclosure  shall  be  accom¬ 
panied  by  a  statement  of  the  action 
taken,  or  contemplated,  and  any  Federal 
assistance  needed  to  resolve  the  situa¬ 
tion. 

(b)  Favorable  developments  or  events 
which  enable  meeting  time  schedules 
and  goals  sooner  or  at  less  cost  than  an¬ 
ticipated  or  producing  more  beneficial 
results  than  originally  projected. 

§  74.85  Budget  revision. 

If  any  performance  review  conducted 
by  the  grantee  discloses  the  need  for 
change  in  the  budget  estimates  in  ac¬ 
cordance  with  the  criteria  established  in 
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Subpart  L  of  this  part,  the  grantee  shall 
submit  a  request  for  budget  revision. 

§  74.86  Site  visits. 

Site  visits  will  be  made  by  representa¬ 
tives  of  the  Department  or  the  granting 
agency  as  frequently  as  practicable  to: 

(a)  Review  program  accomplishments 
and  management  control  systems. 

(b)  Provide  such  technical  assistance 
as  may  be  required. 

Subpart  K — Grant  Payment  Requirements 
§  74.90  Scope  of  subpart. 

This  subpart  sets  forth  HETW’s  meth¬ 
ods  of  making  grant  payments  to 
grantees.  These  methods  will  minimize 
the  time  elapsing  between  the  disbur>e- 
ment  by  a  grantee  and  the  transfer  of 
funds  from  the  United  States  Treasury 
to  the  grantee,  whether  such  disburse¬ 
ment  occius  prior  to  or  subsequent  to 
the  transfer  of  funds. 

§  74.91  Definitions. 

As  used  in  this  subpart: 

“Advance  by  Treasury  check”  is  a  pay¬ 
ment  made  by  a  Treasury  check  to  a 
grantee  upon  its  request  or  through  the 
use  of  predetermined  payment  schedules 
before  payments  are  made  by  the 
grantee. 

“Letter  of  credit”  is  an  instrument 
certified  by  an  authorized  official  of  a 
grantor  agency  which  authorizes  a 
grantee  to  draw  fimds  when  needed  from 
the  Treasury,  through  a  Federal  Reserve 
Bank  and  the  grantee's  commercial 
bank,  in  accordance  with  the  provisions 
of  Treasury  Circular  No.  1075. 

“Percentage  of  completion  method” 
refers  to  a  system  imder  which  payments 
are  made  to  the  recipient  of  a  construc¬ 
tion  grant  according  to  a  schedule  which 
relates  the  amount  and  timing  of  each 
pa>’ment  primarily  or  solely  to  the  actual 
percentage  of  completion  of  the  con¬ 
struction  work  under  the  grant  rather 
than  to  the  grantee’s  actual  rate  of 
disbursements. 

“Reimbursement  by  Treasury  check” 
is  a  payment  made  to  a  grants  i^-ith  a 
Treasury  check  upon  request  for  reim¬ 
bursement  from  the  grantee. 


§  74.92  Payment  methods  for  nonron- 
strurtion  grants. 


(a>  Letters  of  credit  will  be  used  to 
pay  HEW  grantees  when  all  of  the  fol¬ 
lowing  conditions  exist: 

(1)  There  is  or  will  be  a  continuing 
relationship  between  the  grantee  and  the 
responsible  HEW  finance  ofiBce  for  at 
least  a  twelve-month  period  and  the  total 
amount  of  advances  to  be  received  from 
the  responsible  HEW  finance  office  is 
$250,000  or  more,  as  prescribed  by  Treas¬ 
ury  Circular  No.  1075.  and 


(2)  The  grantee  has  established,  or 
demonstrated  to  HEW  the  willingness 
and  ability  to  establish  procedures  that 
jyill  minimize  the  time  elapsing  between 
^!!?5*!^nsfer  of  funds  from  the  Treasury 

and  th€fistji^bursement  by  the  grantee, 
and 

(3)  The  grantee’^S^ancial  manage¬ 
ment  system  meets  tha  standards  for 
fund  control  and  accomqtebllity  pre¬ 
scribed  in  Subpart  H  of  tM^art. 


(b)  Advances  by  Treasury  check  will 
be  used,  in  accordance  with  the  provi¬ 
sions  of  Treasury  Circular  No.  1075,  when 
the  grantee  meets  all  of  the  requirements 
specified  in  paragraph  (a)  ol  this  section 
except  those  in  paragraph  (a)  (1)  of  this 
section. 

(c)  Reimbursement  by  Treasury  check 
will  be  the  preferred  (although  not  man¬ 
datory)  method  when  the  grantee  does 
not  meet  the  requirements  specified  in 
either  or  both  of  paragrraphs  (a)  (2)  and 
(a)  (3)  of  this  section.  However,  deter¬ 
minations  to  use  the  reimbursement  by 
Treasury  check  method  on  these  grounds 
may  be  made  only  by  or  with  the  con¬ 
currence  of  the  Assistant  Secretary, 
Comptroller,  Department  of  Health,  Edu¬ 
cation,  and  Welfare,  or  his  designees. 
This  method  may  also  be  used  when  the 
major  portion  of  the  program  is  accom¬ 
plished  through  private  market  financ¬ 
ing  or  Federal  loans,  and  the  Federal 
grant  assistance  constitutes  a  minor  por¬ 
tion  of  the  program. 

(d)  Grantees  will  be  authorized  to 
submit  no  less  often  than  monthly  their 
requests  for  advances  or  reimbursements 
when  letters  of  credit  or  predetermined 
automatic  Treasury  check  advances  are 
not  used. 

§  74.93  Payment  methods  for  ronstruc- 
tion  grants. 

(a)  The  percentage  of  completion 
method  will  not  be  used  to  pay  HEW 
construction  grants. 

(b)  Reimbursement  by  Treasury  check 
shall  be  the  preferred  method  when  the 
grantee  does  not  meet  the  requirements 
specified  in  §  74.92(a)  (2)  and  (3),  and 
may  be  used  for  any  other  HEW  con¬ 
struction  grant  except  where  HEW  has 
entered  into  an  agreement  with  a  grantee 
to  use  a  letter  of  credit  for  all  HEW 
grants,  including  construction  grants. 

(c)  When  the  reimbursement  by 
Treasury  check  method  Is  used,  grantees 
will  be  authorized  to  submit  no  less  often 
than  monthly  their  requests  for  reim¬ 
bursement. 

(d)  When  the  reimbursement  by 
Treasury  check  method  is  not  used, 
$  74.92  (a)  and  (b)  shall  be  applicable  to 
the  construction  grant.  Implementing 
procedures  imder  §  74.92  (a)  and  (b) 
shall  be  insofar  as  possible  the  same  for 
construction  grants  as  for  nonconstruc¬ 
tion  grants  awarded  to  the  same  grantee. 

§  74.94  Withholding  of  payments. 

Unless  otherwise  required  by  law.  pay¬ 
ments  for  proper  charges  incurred  by 
grantees  will  not  be  withheld  unless  the 
grant  is  suspended  pursuant  to  §  74.113, 
or  the  grantee  is  indebted  to  the  United 
States,  and  collection  of  the  indebted¬ 
ness  will  not  impair  the  accomplishment 
of  the  objectives  of  any  grant  program 
sponsored  by  the  United  States.  When 
a  grant  is  suspended,  payment  adjust¬ 
ments  will  be  made  in  accordance  with 
§  74.113.  When  an  indebtedness  is  to  be 
collected,  the  HEW  may,  upon  reasonable 
notice  to  the  grantee,  withhold  from  the 
grantee  the  right  to  receive  payments 
imder  the  grant (s)  or  require  apprc^jriate 
accounting  adjustments  to  recorded 


grant  cash  balances  for  which  the 
grantee  Is  accountable  to  the  Federal 
Government,  In  order  to  liquidate  the 
Indebtedness. 

§  74.95  Requesting  advances  or  reim¬ 
bursements. 

Subpart  I  of  this  part  sets  forth  the 
procedures  and  forms  for  requesting  ad¬ 
vances  or  reimbursements. 

Subpart  L — Budget  Revision  Procedures 
§  74.100  Scope  of  subpart. 

This  subpart  promulgates  criteria  and 
procedures  to  be  followed  by  grantees  in 
reporting  deviations  from  grant  budgets 
and  requesting  approvals  for  budget  re¬ 
visions.  For  those  State  plan  or  other 
grants  which  do  not  Involve  a  “grant 
budget”  as  defined  in  S  74.101,  only  S  74.- 
105  is  applicable. 

§  74.101  Grant  budget. 

The  term  “grant  budget”  as  used  in 
this  subpart  means  the  financial  plan  ap¬ 
proved  by  the  granting  agency  for  both 
the  Federal  and  non-Federal  shares  to 
carry  out  the  purpose  of  the  grant.  How¬ 
ever,  for  those  grant  programs  which  do 
not  involve  Federal  approval  of  a  finan¬ 
cial  plan  for  the  non-Federal  ^are,  the 
term  “grant  budget”  shall  mean  the  fi¬ 
nancial  plan  approved  by  the  granting 
agrency  for  use  of  the  Federal  grant  funds 
to  carry  out  the  purpose  of  the  errant.  The 
grant  budget  is  the  financial  expression 
of  the  project  or  program  as  approved 
during  the  grant  application  and  award 
process.  It  should  be  related  to  perform¬ 
ance  for  program  evaluation  purposes 
whenever  appropriate  and  reqffired  by 
the  granting  agency. 

§  74.102  Noncon«lrurlion  granU. 

(a)  As  used  in  paragrraphs  (b)  (3)  and 
(b)  (4)  of  this  section,  the  term  “direct 
cost  object  class  budget  categories" 
means  only  the  following: 

(1)  Personnel: 

(2)  Fringe  benefits; 

(3)  Travel; 

(4)  Equipment; 

(5)  Supplies; 

(6)  Contractual; 

(7)  Construction;  and 

(8)  Other. 

(b)  For  nonconstruction  grants,  grant¬ 
ees  shall  request  prior  approvals  promptly 
from  grantor  agencies  for  budget  revi¬ 
sions  whenever: 

(1)  The  revision  results  from  changes 
in  the  scope  or  the  objective  of  the  grant- 
supp6rted  program. 

(2)  The  revision  Indicates  the  need 
for  additional  Federal  funding. 

(3)  The  grantee  is  a  State  or  local  gov¬ 
ernment.  the  grant  budget  is  over  $100,- 
000,  and  the  cumulative  amount  of  trans¬ 
fers  among  direct  cost  object  class  budget 
categories  exceeds  or  is  expected  to  ex¬ 
ceed  $10,000,  or  five  percent  of  the  grant 
budget,  whichever  is  greater.  The  same 
criteria  apply  to  the  cumulative  amount 
of  transfers  among  programs,  functions, 
and  activities  when  budgeted  separately 
for  a  grant  awarded  to  a  State  or  local 
government,  except  that  the  granting 
agency  shall  permit  no  transfer  which 
would  cause  any  Federal  appropriation. 
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or  part  thereof,  to  be  used  for  purposes 
other  than  those  intended. 

(4)  The  grantee  is  a  State  or  local  gov¬ 
ernment,  the  grant  budget  is  $100,000, 
or  less,  and  the  cumulative  amount  of 
transfers  among  direct  cost  object  class 
budget  categories  exceeds  or  is  expected 
to  exceed  five  percent  of  the  grant  budget. 
The  same  criteria  apply  to  the  cumula¬ 
tive  amoimt  of  transfers  among  pro¬ 
grams,  fimctions,  and  activities  when 
budgeted  separately  for  a  grant  awarded 
to  a  State  or  local  government,  except 
that  the  granting  agency  shall  permit  no 
transfer  which  would  cause  any  Federal 
appropriation,  or  part  thereof,  to  be  used 
for  purr)oses  other  than  those  intended. 

(5)  The  revisions  involve  the  transfer 
of  amounts  budgeted  for  indirect  costs 
to  absorb  increases  in  direct  costs. 

(6)  The  revisions  pertain  to  the  addi¬ 
tion  of  items  requiring  prior  approval  by 
the  granting  agency  in  accordance  with 
the  provisions  of  the  applicable  cost  prin¬ 
ciples  specified  in  Subpart  Q  of  this  part. 

(c)  All  other  changes  to  nonconstruc¬ 
tion  grant  budgets,  except  for  the 
changes  described  in  §  74.104,  do  not  re¬ 
quire  approval.  Examples  of  changes 
which  do  not  require  Federal  approval 
are  (1)  the  ase  of  grantee  funds  in 
furtherance  of  program  objectives  over 
and  above  the  grantee  minimum  share 
Included  in  the  approved  grant  budget 
and  (2)  the  transfer  of  amoimts  budg¬ 
eted  for  direct  costs  to  absorb  authorized 
increases  in  indirect  costs. 

(d)  Paragraphs  (b)(3)  and  (b)(4)  of 
this  section  may  be  waived  by  the  grant¬ 
ing  agency  for  those  grant  programs  in 
which  it  determines  that  the  require¬ 
ments  are  not  needed:  Provided,  how¬ 
ever.  That 

( 1 )  No  different  limitation  or  approval 
requirement  for  cumulative  transfers 
may  be  imposed,  and 

(2)  The  granting  agency  shall  in  no 
case  permit  a  transfer  wlilch  would  cause 
any  Federal  appropriation,  or  part  there¬ 
of,  to  be  used  for  purposes  other  than 
those  intended. 

§  74.103  ConKlrurlion  graiiU. 

For  construction  grants,  grantees  .shall 
request  prior  approvals  promptly  from 
granting  agencies  for  budget  revisions 
whenever: 

(a)  The  revision  results  from  changes 
in  the  scope  or  the  objective  of  the  grant- 
supported  program. 

(b)  The  revision  increases  the  budg¬ 
eted  amounts  of  Federal  funds  needed  to 
complete  the  project. 

§71. lot  C'.4>nnlrurli<m  nntl  noiironxlriir- 
Hf>rk  iintior  llio  «am«'  grant. 

When  a  grant  provides  support  for 
both  construction  and  nonconstruction 
work,  the  granting  agency  may  require 
the  grantee  to  obtain  prior  approval 
from  the  granting  agency  before  mak¬ 
ing  any  fund  or  budget  transfers  between 
the  two  types  of  work. 

§  74. lO.?  Aulhorir.otl  fiiiitift  rxrrrding 
grantee  nrrdii. 

For  both  construction  and  noncon¬ 
struction  grants,  grantees  shall  notify 
the  granting  agency  promptly  whenever 


the  amount  of  Federal  authorized  funds 
is  expected  to  exceed  the  needs  of  the 
grantee  by  more  than  $5,000  or  5  per¬ 
cent  of  the  Federal  grant,  whichever  is 
greater.  This  notification  will  not  be  re¬ 
quired  where  applications  for  additional 
funding  are  submitted  for  continuing 
grants,  and  such  applications  include 
the  grantee’s  estimate  of  what  the  un¬ 
obligated  balance  of  Federal  authorized 
funds  will  be  at  the  end  of  the  current 
period. 

§  74.106  Melliod  of  reqlle^linK  approv¬ 
als. 

When  requesting  approval  for  budget 
revisions,  grantees  shall  use  the  budget 
forms  which  were  used  in  the  grant  ap¬ 
plication.  However,  grantees  may  re¬ 
quest  by  letter  the  approvals  required 
by  the  §  74.102(b)(6). 

§  74.107  Notification  of  appro\al  or 
di.sapproval. 

Within  30  days  from  the  date  of  re¬ 
ceipt  of  the  request  for  budget  revisions, 
the  granting  agency  shall  review  the  re¬ 
quest  and  notify  the  grantee  whether  or 
not  the  budget  revisions  have  been  ap¬ 
proved.  If  the  revision  is  still  under  con¬ 
sideration  at  the  end  of  30  days,  the 
granting  agency  shall  inform  the  grantee 
in  writing  as  to  when  the  grantee  may 
expect  the  decision. 

Subpart  M — Grant  Closeout,  Suspension, 
and  Termination 

§  7 1.1 10  Definitions. 

As  used  in  this  subpart: 

“Date  of  completion’’  means  the  date 
when  all  work  under  a  grant  Is  com¬ 
pleted  or  the  date  in  the  grant  award 
dociunent,  or  any  supplement  or  amend¬ 
ment  thereto,  on  which  Federal  assist¬ 
ance  ends. 

“Disallowed  costs”  means  those 
charges  to  a  grant  which  the  granting 
agency  or  its  representative  determines 
to  be  unallowable. 

“Grant  closeout”  means  the  process  by 
which  a  granting  agency  determines  that 
all  applicable  administrative  actions  and 
all  required  work  of  the  grant  have  been 
completed  by  the  grantee  and  the 
granting  agency. 

“Suspension”  means  an  action  by  a 
granting  agency  which  temporarily  sus¬ 
pends  Federal  assistance  under  the  grant 
pending  corrective  action  by  the  grantee 
or  pending  a  decision  to  terminate  the 
grant  by  the  granting  agency. 

“Termination”  means  the  cancella¬ 
tion  of  Federal  assistance,  in  whole  or  in 
part,  under  a  grant  at  any  time  prior  to 
the  date  of  completion. 

§  71.  Ill  ('Ju<M'«>ul. 

(a)  In  closing  out  HEW  grants,  the 
following  shall  be  observed: 

( 1 )  Upon  request,  the  granting  agency 
shall  make,  or  arrange  for,  prompt  pay¬ 
ment  to  the  grantee  for  allowable  reim¬ 
bursable  costs  not  covered  by  previous 
pa3mients. 

(2)  The  grantee  shall  immediately  re¬ 
fund  to  the  granting  agency,  or  other¬ 
wise  dispose  of  in  accordance  with  in¬ 
structions  from  the  granting  agency  or 


the  HEW  financial  officers  representing 
the  granting  agency,  any  imencumbered 
balance  of  cash  advanced  to  the  grantee. 

(3)  The  granting  agency  shall  obtain 
from  the  grantee  within  90  days  after 
the  date  of  completion  of  the  grant  all 
financial,  performance,  and  other  re¬ 
ports  required  as  a  condition  of  the 
grant.  The  agency  may  grant  extensions 
when  requested  by  the  grant  c. 

(4)  The  granting  agency  shall  make  a 
settlement  for  any  upward  or  downward 
adjustment  of  the  Federal  share  of  cosi-s, 
to  the  extent  called  for  by  the  terms  and 
conditions  of  the  grant. 

(5)  In  the  event  a  final  audit  has  not 
been  performed  prior  to  the  closeout  of 
the  grant,  the  granting  agency  shall  re¬ 
tain  the  right  to  recover  an  appropriate 
amount  after  fully  considering  the  rec¬ 
ommendations  on  disallowed  costs  re¬ 
sulting  from  the  final  audit. 

(b)  The  provisions  of  Subpart  O  of 
this  part  shall  be  observed  by  the  grantee 
in  accounting  for  any  property  acquired 
with  grant  funds,  or  received  from  the 
Federal  Government  in  connection  with 
the  grant. 

§74.112  Violation  of  grant  terms  ami 
conditions. 

When  a  grantee  has  materially  failed 
to  comply  with  the  terms  and  conditions 
of  a  grant,  the  granting  agency  may 
suspend  the  grant,  in  accordance  with 
§  74.113,  terminate  the  grant  for  cause, 
as  provided  in  §  74.114,  or  take  such  other 
remedies  as  may  be  legally  available  and 
appropriate  in  the  circumstances. 

§74.113  Suspension. 

When  a  grantee  has  materially  failed 
to  comply  with  the  terms  and  conditions 
of  a  grant,  the  granting  agency  may. 
after  reasonable  notice  to  the  grantee, 
suspend  the  grant.  No  obligations  in¬ 
curred  by  the  grantee  during  the  period 
of  suspension  shall  be  allowable  under 
the  suspended  grant,  except  that  the 
granting  agency  may  at  its  discretion 
allow  necessary  and  proper  costs  which 
the  grantee  could  not  reasonably  avoid 
during  the  period  of  suspension:  Pro¬ 
vided,  That  such  costs  would  otherwise 
be  allowable  under  the  applicable  cost 
principles  specified  in  Subpart  Q  of  this 
part.  Appropriate  adjustments  to  the 
payments  under  the  suspended  grant  w  ill 
be  made,  either  by  withholding  the  pay¬ 
ments  or  by  not  allowing  the  grantee 
credit  for  disbursements  which  he  may 
make  in  liquidation  of  unauthorized  ob¬ 
ligations  he  incurs  during  the  period  of 
suspension.  Suspensions  shall  remain  in 
effect  until  the  grantee  has  taken  cor¬ 
rective  action  to  the  satisfaction  oi  the 
granting  agency,  or  given  asst^^Kes 
satisfactory  to  the  granting  agt  that 
corrective  action  will  be  taken,  or  unflf 
the  granting  agency  terminates  the 
grant. 

§74.114  Trrniinaliun. 

(a)  Termination  for  cause.  The  grant¬ 
ing  agency  may  terminate  any  grant  in 
whole,  or  in  part,  at  any  time  before  the 
date  of  completion,  whenever  it  is  de¬ 
termined  that  the  grantee  has  materially 
failed  to  comply  with  the  terms  and  con- 
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ditions  of  the  grant.  The  granting  agency 
shall  promptly  notify  the  grantee  in  writ¬ 
ing  of  the  detem\ination  and  the  reasons 
for  the  termination,  together  with  the 
effective  date.  Payments  made  to  grant¬ 
ees  or  recoveries  by  granting  agencies 
under  grants  terminated  for  cause  shall 
be  in  accordance  \\ith  the  legal  rights 
and  obligations  of  the  parties. 

(b)  Termination  on  other  grounds.  (1) 
Except  as  provided  in  paragraph  (a)  of 
this  section,  grants  may  be  terminated  in 
whole  or  in  part  only  as  follows: 

(1)  By  the  granting  agency  with  the 
consent  of  the  grantee,  in  w'hich  case  the 
two  parties  shall  agree  ui>on  the  termi¬ 
nation  conditions,  including  the  effective 
date  and  in  the  case  of  partial  termina¬ 
tions,  the  portion  to  be  terminated,  or 

(ii)'  By  the  grantee,  upon  written  noti¬ 
fication  to  the  granting  agency,  setting 
forth  the  reasons  for  such  termination, 
the  effective  date,  and  in  the  case  of  par¬ 
tial  terminations,  the  portion  to  be 
terminafted. 

(2)  When  a  grant  is  terminated  pur¬ 
suant  to  subparagraph  (1)  of  this  para¬ 
graph,  the  grantee  shall  not  incur  new 
obligations  for  the  terminated  portion 
after  the  effective  date,  and  shall  cancel 
as  many  outstanding  obligations  as  pos¬ 
sible.  The  granting  agency  shall  allow 
full  credit  to  the  grantee  for  the  Federal 
share  of  the  noncancellable  obligations 
properly  incurred  by  the  grantee  prior  to 
termination. 

Subpart  N — Forms  for  Applying  for  Grants 
§  74.120  .Scope  of  subpart. 

This  subpart  promulgates  forms  and 
instructions  to  be  used  by  applicants  in 
applying  to  HETW  for  grants.  This  sub¬ 
part  is  not  applicable,  however,  to  those 
formula  grant  programs  which  do  not  re¬ 
quire  applicants  to  apply  to  HEW  for 
funds  on  a  project  basis. 

§  74.121  .Authorized  forms  and  instruc¬ 
tions. 

(a)  Only  those  forms  specified  in 
§§  74.122  through  74.126,  inclusive,  and 
such  supplementary  or  other  forms  as 
may  from  time  to  time  be  authorized  by 
OOPM  and  OMB  may  be  tised  in  apply¬ 
ing  for  grants. 

(b)  All  applicable  standard  instruc¬ 
tions  promulgated  by  OMB  for  use  in 
connection  with  the  forms  specified  in 
§§  74.122  through  74.126,  inclusive,  shall 
be  followed.  Granting  agencies  may  pro¬ 
mulgate  supplementary  instructions  only 
with  the  approval  of  OGPM  and  OMB. 

(c)  Applicants  shall  submit  the  origi¬ 
nal  and  two  copies  of  their  applications. 
However,  granting  agencies  may  waive 
the  requirement  for  the  second  copy,  or 
both  copies,  when  not  needed. 

(d)  Except  as  provided  by  §  74.106  all 
requests  by  grantees  for  changes,  contin¬ 
uations,  and  supplements  to  approved 
srrants  shall  be  submitted  on  the  same 
form  as  the  original  application.  For 
those  piu'poses,  only  the  affected  pages 
of  the  forms  should  be  .submitted. 

(e)  The  forms  (with  their  instruc¬ 
tions)  specified  in  §§  74.122  through 
74.126,  inclusive,  shall  be  available  to  the 
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public  upon  request  to  any  granting 
agency. 

§  74.122  Preappliration  for  Federal  As- 
vsistance. 

(a)  The  Preapplication  for  Federal 
Assistance  form  prescribed  by  Attach¬ 
ment  M  of  OMB  Circular  No.  A-102  shall 
be  used  to: 

(1)  Establish  communication  between 
the  applicant  and  the  granting  agency; 

(2)  Determine  the  applicant’s  eligi¬ 
bility; 

(3)  Determine  how  well  the  project 
can  compete  with  similar  applications 
from  others;  and 

(4)  Eliminate  any  proposals  which 
have  little  or  no  chance  for  Federal  fund¬ 
ing  before  applicants  incur  significant 
expenditures  for  preparing  an  applica¬ 
tion. 

(b)  Preapplication  shall  be  mandatorr 
for  all  construction,  land  acqui-sition,  or 
land  development  projects  for  which  the 
need  for  F^eral  funding  exceeds  $100,- 
000.  The  granting  agency  may  require 
preapplication  for  other  tsrpes  of  grant 
projects,  or  for  those  for  which  the  Fed¬ 
eral  fimds  requested  are  for  $100,000  or 
less.  In  addition,  any  applicant  shall  have 
the  right  to  submit  a  preapplication  even 
when  not  required  by  the  granting 
agency. 

§  74.12.3  Notice  of  Preappliration  Re¬ 
view  .\etion. 

The  Notice  of  Preapplication  Review 
Action  form  prescribed  by  Attachment  M 
of  OMB  Circular  No.  A-102  will  be  used 
by  granting  agencies  to  inform  the  appli¬ 
cant  of  the  results  of  the  review  of  the 
preapplications  submitted  to  them.  The 
granting  agency  wdll  send  a  notice  to  the 
applicant  within  45  days  of  the  receipt 
of  the  preapplication  form.  When  the  re¬ 
view  cannot  be  made  within  45  days,  the 
applicant  wall  be  informed  by  letter  as  to 
when  the  review  will  be  completed. 

§  74.124  Application  for  Federal  .Assist¬ 
ance  (Nonronstrurtion  Programs). 

The  Application  for  Federal  Assistance 
(Nonconstruction  Programs)  form  pre¬ 
scribed  by  Attachment  M  of  OMB  Circu¬ 
lar  No.  A-102  shall  be  used  to  apply  for 
any  grant  to  which  this  subpart  is  ap¬ 
plicable  except  where  the  forms  specified 
in  §§  74.125  and  74.126  are  to  be  used. 

§  74.125  Application  for  Federal  Assist¬ 
ance  (for  Construction  Programs). 

The  Application  for  Federal  Assistance 
(for  Construction  Programs)  form  pre¬ 
scribed  by  Attachment  M  of  OMB  Circu¬ 
lar  No.  A-102  shall  be  used  to  apply  for 
any  grant  whose  purpose  is  solely  or  pri¬ 
marily  construction,  land  acquisition,  or 
land  development. 

§  74.126  Application  for  Federal  Assist¬ 
ance  (.Short  Form). 

The  Application  for  Federal  Assistance 
(Short  Form)  form  prescribed  by  At¬ 
tachment  M  of  OMB  Circular  No.  A-102 
shall  be  used  to  apply  for  any  single¬ 
purpose,  one-time  grant  of  less  than 
$10,000  not  requiring  clearinghouse  ap¬ 
proval.  an  environmental  impact  state¬ 
ment,  or  the  relocation  of  persons,  busi¬ 


nesses,  or  farms.  Granting  ag/nries  may, 
at  their  discretion,  authariz^-r  prescribe 
this  form  for  applicAt.ira<3  for  larger 
amoimts.  / 

Subpart  O — Property 
§  74. ISO  Scope  of  .mbpart. 

This  subpart  prescribes  policies  and 
procedures  goveiTilng  title,  use,  and  dis¬ 
position,  for  real  and  tangible  personal 
property  whose  acquisition  cost  was 
borne  in  whole  or  in  part  as  a  direct 
charge  by  HEW  grants,  and  owmershlp 
and  rights  for  Intangible  personal  prop¬ 
erty  developed  imder  HEW  grants. 

§  74.131  Ck-neral. 

Grantees  may  follow  their  own  prop¬ 
erty  management  policies  and  proced¬ 
ures.  provided  they  observe  the  require¬ 
ments  of  this  subpart.  With  resj)ect  to 
property  covered  by  this  subpart,  grant¬ 
ing  agencies  may  not  impose  on  their 
grantees  any  requirements  (including 
property  reporting  requirements)  not  au¬ 
thorized  by  this  part  imless  specifically 
required  by  Federal  law. 

§  74.132  Definitions. 

As  used  in  this  subpart: 

“Acquisition”  of  property  includes  pur¬ 
chase,  construction,  or  fabrication  of 
property. 

“Acquisition  cost”  of  nonexpendable 
personal  property  acquired  by  purchase 
means  the  net  invoice  price  of  the  prop¬ 
erty,  including  any  attachments,  acces¬ 
sories,  or  auxiliary  apparatus  necessary 
to  make  the  property  usable  for  the  pur¬ 
pose  for  which  it  was  acquired.  Ancil¬ 
lary  charges  such  as  taxes,  duty,  pro¬ 
tective  In-transit  insurance,  freight,  or 
installation  shall  be  included  in  or  ex¬ 
cluded  from  acquisition  cost  in  accord¬ 
ance  with  the  grantee’s  regular  account¬ 
ing  practices. 

“Expendable  personal  property”  means 
all  tangible  personal  property  other  than 
nonexpendable  property. 

“Nonexpendable  personal  property” 
means  tangible  personal  property  having 
a  useful  life  of  more  than  one  year  and 
an  acquisition  cost  of  $300  or  more  per 
unit.  A  grantee  may  use  its  own  defini¬ 
tion  of  nonexpendable  personal  property 
provided  that  such  definition  would  at 
least  include  all  tangible  personal  prop¬ 
erty  as  defined  herein. 

“Personal  property”  means  property 
of  any  kind  except  real  property.  It  may 
be  tangible — having  physical  existence, 
or  intangible — having  no  physical  exist¬ 
ence.  such  at  patents,  inventions,  and 
copyrights. 

“Real  property”  means  land,  land  im¬ 
provements,  structures  and  appurte¬ 
nances  thereto,  excluding  movable  ma¬ 
chinery  and  equipment. 

§  74.133  Real  properly. 

Title  to  real  property  whose  acquisi¬ 
tion  cost  was  borne  in  whole  or  in  part 
by  an  HEW  grant  shall  vest  in  the 
grantee  upon  acquisition.  In  the  absence 
of  applicable  statutory  provisions  gov¬ 
erning  the  use  or  disposition  of  such 
property,  it  shall  be  subject  to  the  fol¬ 
lowing  requirements,  in  addition  to  any 
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other  requirements  imposed  by  the  terms 
and  conditions  of  the  grant: 

(a)  The  grantee  shall  use  the  real 
property  for  the  purposes  authorized  by 
the  original  grant  as  long  as  needed. 

(b)  The  granting  agency  may  author¬ 
ize  the  grantee  to  use  the  property  for 
the  following  (but  no  other)  purposes 
when  the  grantee  determines  that  the 
property  is  no  longer  needed  for  the 
originally  authorized  purposes: 

(1)  Activities  sp>onsored  by  other  Fed¬ 
eral  awards  (regardless  of  which  Fed¬ 
eral  agency  makes  the  other  awards) ,  or 

(2)  Activities  not  sponsored  by  other 
Federal  awards,  but  which  never¬ 
theless.  have  purposes  consistent  with 
those  of  the  legislation  under  which  the 
original  grant  was  made. 

(c) (1)  When  no  longer  used  in  ac¬ 
cordance  with  paragraphs  (a)  and  (b)  of 
this  section,  the  grantee  shall  return  to 
the  control  of  the  granting  agency  all 
real  property  whose  acquisition  cost  was 
borne  wholly  by  an  HEW  grant.  If  the 
acquisition  cost  of  the  property  was 
borne  partly  by  an  HEW  grant,  the 
grantee  may  be  relieved  of  accountabil¬ 
ity  to  the  Federal  Government  with  re¬ 
spect  to  the  Federal  interest  in  the  prop¬ 
erty  by  compensating  the  Federal 
Government  for  its  fair  share  of  the  cur¬ 
rent  value  of  the  property,  or  if  the 
grantee  no  longer  needs  the  property,  by 
selling  it  and  compensating  the  Federal 
Government  for  its  fair  share  of  the 
sales  proceeds. 

(2)  The  amount  of  compensation  to 
the  Federal  Government  under  subpara¬ 
graph  (1)  of  this  paragraph  shall  be 
computed  by  applying  the  percentage  of 
Federal  participation  in  the  cost  of  the 
project  or  program  for  which  the  prop¬ 
erty  was  acquired  to  the  property’s  cur¬ 
rent  fair  market  value  (if  the  grantee 
retains  the  property)  or  to  the  proceeds 
from  sale  (if  the  grantee  sells  the  prop¬ 
erty).  In  most  cases,  the  real  property 
will  have  been  acquired  under  a  grant 
whose  purpose  was  to  assist  the  grantee 
in  acquiring  the  property  (e.g.,  a  con¬ 
struction  grant) .  In  such  cases,  the  “total 
cost  of  the  project  or  program  for  which 
the  property  was  acquired’’  will  ordinar¬ 
ily  be  the  same  as  the  acquisition  cost  of 
the  property. 

§  74.134  Nonoxpendublc  personal  prop* 
erly. 

(a)  Title.  Title  to  nonexpendable  per¬ 
sonal  property  whose  acquisition  cost  is 
borne  wholly  or  in  part  by  an  HEW  grant 
shall  vest  in  the  grantee  upon  acquisi¬ 
tion,  and  except  as  provided  in  §  74.138, 
shall  be  subject  to  the  restrictions  on  use 
and  disposition  set  forth  in  paragraphs 

(b)  and  (c)  of  this  section. 

(b)  Use.  (1)  The  grantee  shall  use  the 
property  in  the  original  grant  project 
as  long  as  there  is  a  need  for  such  prop¬ 
erty  to  accomplish  the  purpose  of  the 
project,  whether  or  not  the  project  con¬ 
tinues  to  be  supported  by  Federal  funds. 

(2)  When  there  is  no  longer  a  need 
for  the  property  to  accomplish  the  pur¬ 
pose  of  the  original  project,  the  grantee 
shall  use  the  property  in  connection  with 
other  Federal  awards  it  has  received  in 
the  following  order  of  priority : 


(i)  Other  awards  made  by  the  same 
granting  agency  needing  the  property; 

(ii)  Awards  of  other  Federal  agencies 
(including  non-HEW  agencies)  needing 
the  property. 

(3)  When  the  grantee  no  longer  has 
need  for  such  property  In  any  of  its 
federally  financed  activities,  Uie  pr(q;)erty 
may  be  used  for  the  grantee’s  owm  offi¬ 
cial  activities  in  accordance  wdth  the  fol¬ 
lowing  standards: 

(i)  If  the  property  had  an  acquisition 
cost  of  less  than  $500  per  imit  and  has 
been  used  four  years  or  more,  the 
grantee  may  use  the  property  without 
reimbursement  to  the  Federal  Govern¬ 
ment  or  sell  the  property  and  retain  the 
proceeds. 

(ii)  For  all  such  property  not  covered 
under  subdivision  (i)  of  this  subpara¬ 
graph,  the  grantee  may  retain  the  prop¬ 
erty  for  its  own  use:  Provided,  That  a 
fair  compensation  is  made  to  the  Fed¬ 
eral  Government  for  the  Federal  share 
of  the  property.  The  amoimt  of  such 
compensation  shall  be  computed  by  ap¬ 
plying  the  percentage  of  Federal  par¬ 
ticipation  in  the  cost  of  the  project  to  Jie 
current  fair  market  value  of  the  property. 

(c)  Disposition.  If  the  grantee  has  no 
need  for  the  property,  disposition  of  the 
property  shall  be  made  as  follows: 

(1)  If  the  property  had  an  acquisition 
cost  of  $1,000  or  less  per  unit  (except  for 
property  covered  under  paragraph  (b) 

(3)  (i)  of  this  section),  the  grant^  shall 
sell  the  property  and  reimburse  the  Fed¬ 
eral  Government  in  accordance  with 
paragraph  (c)  (2)  (Ui)  of  this  section. 

(2/  If  the  property  had  an  acquisition 
cost  of  over  $1,000  per  unit,  the  grantee 
shall  request  disposition  instructions 
from  the  granting  agency.  The  granting 
agency  shall  issue  instructions  to  the 
grantee  wdthin  120  days  following  the 
receipt  of  such  request  and  the  following 
procedures  shall  govern: 

(i)  If  the  grantee  is  instructed  to  ship 
the  property  elsewhere,  the  grantee  shall 
be  reimbursed  with  an  amount  which  is 
computed  by  applying  the  percentage  of 
the  grantee’s  participation  in  the  cost 
of  the  project  to  the  current  fair  market 
value  of  the  property,  plus  any  shipping 
or  interim  storage  costs  incurred. 

(ii)  If  the  grantee  is  instructed  to 
otherwise  dispose  of  the  property,  the 
grantee  shall  be  reimbursed  for  the  costs 
incurred  in  such  disposition. 

(iii)  If  disposition  or  other  instructions 
are  not  issued  wdthin  the  120-day  period 
specified  in  subparagraph  (2)  of  this 
paragraph,  the  grantee  shall  sell  the 
property  and  reimburse  the  Federal  Gov¬ 
ernment  with  an  amount  which  is  com¬ 
puted  by  applying  the  percentage  of 
Federal  participation  in  the  cost  of  the 
project  to  the  sales  proceeds.  The  grantee 
may,  however,  deduct  and  retain  from 
that  amount  $100  or  10  percent  of  the 
total  sales  proceeds,  whichever  is  gi-eater, 
for  the  grantee’s  selling  and  handling 
expenses. 

§  74.135  Transfer  of  title  to  certain 
property. 

(a)  Where  the  granting  agency  de¬ 
termines  that  an  item  of  nonexpendable 


personal  property  with  an  acquisition 
cost  of  $1,000  or  more  which  is  to  be 
borne  wholly  by  an  HEW  grant  is  ui  ique, 
diffictilt,  or  costly  to  replace,  the  grant¬ 
ing  agency  may  reserve  the  right  to  re¬ 
quire  the  grantee  to  transfer  title  to 
the  property  to  the  Federal  Government 
or  to  a  third  party  named  by  the  grant¬ 
ing  agency. 

(b)  Such  reservation  shall  be  subject 
to  the  following: 

(1)  The  right  to  require  transfer  of 
title  may  be  reserved  only  by  means  of  an 
express  special  condition  in  the  grant 
award  doexunent,  or,  if  approval  for  the 
acquisition  of  the  property  is  given  after 
the  grant  is  awarded,  by  means  oi  a 
written  stipulation  at  the  time  such  ap¬ 
proval  is  given. 

(2)  The  property  must  be  appropri¬ 
ately  identified  in  the  award  document 
or  otherwise  made  known  to  the  grantee. 

(3)  The  granting  agency  may  not 
exercise  the  right  imtil  the  grantee  no 
longer  needs  the  property  in  the  project 
for  which  it  was  acquired.  Such  need 
shall  be  assumed  to  end  on  the  date  of 
completion  or  termination  of  the  grant 
unless  the  grantee  continues  to  conduct 
the  project  after  that  date  and  demon¬ 
strates  to  the  granting  agency  a  con¬ 
tinued  need  for  the  property  In  the 
project. 

(4)  In  order  to  exercise  the  right,  the 
gi'anting  agency  must  issue  disposition 
instructions  to  the  grantee  not  later 
than  120  days  after  the  grantee  no  longer 
needs  the  property  in  the  project  for 
which  it  was  acquired.  If  instructions  are 
not  Issued  within  that  time,  the  grant¬ 
ing  agency’s  right  shall  lapse,  and  the 
grantee  shall  act  in  accordance  with  the 
applicable  standards  in  paragraphs 
(b)(1),  (b)(2),  (b)(3),  and  (c)(2)  of 
§  74.134. 

(5)  The  grantee  shall  be  entitled  to 
reimbursement  for  any  shipping  and 
interim  storage  costs  it  incurs  pursuant 
to  the  granting  agency’s  disposition 
instructions. 

§  74.136  Property  iiianagenicnt  stand¬ 
ards. 

Grantees’  property  management  stand¬ 
ards  for  nonexpendable  personal  prop¬ 
erty  covered  by  §  74.134  shall  include 
the  following  procedural  requirements: 

(a)  Property  records  shall  be  main¬ 
tained  accurately  and  provide  for: 

(1)  A  description  of  the  property; 

(2)  Manufacturer’s  serial  number  or 
other  identification  number: 

(3)  Acquisition  date  and  cost; 

(4)  Source  of  the  property; 

(5)  Percentage  of  Federal  funds  used 
in  the  acquisition  of  the  property; 

(6)  Location,  use,  and  condition  of  the 
property;  and 

(7)  Ultimate  disposition  data  includ¬ 
ing  sales  price  or  the  method  used  to  de¬ 
termine  current  fair  market  value  if  the 
grantee  reimburses  the  Federal  Govern¬ 
ment  for  the  Federal  share. 

(b)  A  physical  inventory  of  property 
shall  be  taken  and  the  results  reconciled 
with  the  property  records  at  least  once 
every  two  years  to  verify  the  existence, 
current  utilization,  and  continued  need 
for  the  property. 
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(c)  A  control  system  shall  be  in  effect 
to  insure  adequate  safeguards  to  pre¬ 
vent  loss,  damage,  or  theft  to  the  prop¬ 
erty.  Any  loss,  damage,  or  theft  of  non¬ 
expendable  personal  property  shall  be 
investigated  and  fully  documented. 

(d)  Adequate  maintenance  procedures 
shall  be  implemented  to  keep  the  prop¬ 
erty  in  good  condition. 

(e)  Proper  sales  procedures  shall  be 
established  for  vmne^ed  property  which 
w’ould  pro\dde  for  comp>etition  to  the  ex¬ 
tent  practicable  and  result  in  the  high¬ 
est  possible  return. 

§  74.137  Expendable  personal  property. 

(a)  Consumable  materials  and  sup¬ 
plies.  The  cost  principles  prescribed  by 
Subpart  Q  of  this  part  provide,  in  effect, 
that  the  cost  of  consumable  supplies  or 
materials  is  allowable  only  to  the  extent 
that  the  supplies  or  materials  are  reason¬ 
ably  necessary  to  carry  out  the  grant- 
supported  project  or  program.  Amounts 
in  excess  of  need  are  therefore  not  allow¬ 
able  costs. 

(b)  Other  expendable  personal  prop¬ 
erty.  In  many  cases,  items  of  expendable 
personal  property  (other  than  consum¬ 
able  supplies  or  materials)  whose  acqui¬ 
sition  cost  w£is  borne  in  whole  or  in  part 
by  a  grant  have  a  useful  life  longer  than 
the  period  of  need  on  the  project  or  pro¬ 
gram  for  which  they  were  required.  The 
grantee  may  at  its  option  either  retain  or 
sell  such  items  when  no  longer  needed  for 
any  federally  sponsored  activity  (includ¬ 
ing  activities  sponsored  by  other  Federal 
agencies) .  However,  compensation  to  the 
granting  agency  shall  be  required  if  the 
aggregate  fair  market  value  of  all  such 
items  acquired  imder  the  same  grant  ex¬ 
ceeds  $500  when  no  longer  needed  for  any 
federally  sponsored  activity.  The  amount 
of  compensation  shall  be  computed  by 
applying  the  percentage  of  Federal  par¬ 
ticipation  in  the  cost  of  the  original  grant 
project  or  program  to  the  current  fair 
market  value  of  items  retained,  and  to 
the  sales  proceeds  of  items  sold. 

§74.138  Waiver  of  acroantability. 

(a)  Where  authorized  under  Federal 
law  (e  g.,  (42  U.S.C.  1892)  Pub.  L.  85- 
934)  title  to  tangible  personal  property 
whose  acquisition  cost  is  borne  in  whole 
or  in  part  by  an  HEW  grant  shall  vest  in 
the  grantee  without  regard  to  any  other 
requirements  of  this  part  and  without 
fiu-ther  obligation  to  the  Federal  Gov¬ 
ernment,  except  as  provided  in  para¬ 
graph  (b)  of  this  section. 

(b)  When  title  to  an  item  of  property 
having  an  acquisition  cost  of  $1,000  or 
more  is  vested  in  the  grantee  pursuant  to 
paragraph  (a)  of  this  section,  the  grant¬ 
ing  agency  shall  have  the  right  to  require 
the  grantee  to  transfer  title  to  the  item 
of  property  to  the  Federal  Government  or 
to  a  third  party  named  by  the  granting 
agency.  The  right  may  be  exercised  at 
any  time,  but  no  later  than  twelve 
months  after  the  granting  agency  has 
received  the  final  Financial  Status  Re¬ 
port  (or  other  final  financial  report  serv¬ 
ing  an  essentially  equivalent  fimction) 
from  the  grantee  after  completion  or 
termination  of  the  project  for  which  the 
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property  was  acquired.  If  the  right  is 
exercis^,  the  grantee  shall  be  entitled  to 
reimbursement  for  the  costs  incurred  in 
transferring  the  property. 

§  74.139  Patents  and  inventitms. 

(a)  All  Inventions  conceived  for  first 
actually  reduced  to  practice  in  the  course 
of  or  under  an  HEW  grant  are  subject  to 
the  Department  of  Health,  Education, 
and  Welfare  Patent  Regulations  (Parts 
6  and  8  of  this  title).  Each  such  inven¬ 
tion  shall  be  promptly  and  fully  reported 
to  the  Assistant  Secretary  for  Health, 
Department  of  Health,  Education,  and 
Welfare. 

(b)  Determination  as  to  ownership 
and  disposition  of  rights  to  such  inven¬ 
tions.  including  whether  a  patent  appli¬ 
cation  shall  be  filed,  and,  if  so,  the  man¬ 
ner  of  obtaining,  administering,  and 
disposing  of  rights  xmder  any  patent  ap¬ 
plication  or  patent  which  may  issue  shall 
be  made  either: 

(1)  By  the  Assistant  Secretary  for 
Health,  whose  decision  shall  be  consid¬ 
ered  as  final,  or 

(2)  Where  the  grantee  has  a  sepa¬ 
rate  formal  institutional  patent  agree¬ 
ment  with  HEW,  by  the  grantee  in  ac¬ 
cordance  with  that  agreement. 

§  74.140  Copyrighta. 

When  a  bo(^  or  other  cc^yrightable 
material  is  developed  under  a  grant  made 
to  a  State  or  local  government,  the  au¬ 
thor  or  grantee  is  free  to  ovs^ght  the 
work,  but  HEW  shall  have  a  royalty- 
free,  nonexclusive  and  Irrevoccd^le  li¬ 
cense  to  reproduce,  publish,  or  other¬ 
wise  use,  and  to  authorize  others  to  use 
the  work  for  Government  purposes.  If 
the  grantee  is  not  a  State  or  local  gov¬ 
ernment,  the  copyright  policies  of  the 
granting  agency  shall  govern. 

§  74.141  Determining  percentage  of  par¬ 
ticipation. 

(a)  Various  provisions  in  this  subpart 
require  a  determination  of  the  percent¬ 
age  of  Federal  (or  grantee)  participa¬ 
tion  in  the  cost  of  the  project  or  pro¬ 
gram  in  order  to  compute  the  amoimt 
of  compensation  for  the  value,  or  pro¬ 
ceeds  from  sale,  of  property.  In  determin¬ 
ing  the  applicable  percent^e,  there  shall 
first  be  deducted  from  the  allowable 
costs  incurred  during  the  grant  period, 
any  royalties  or  other  income  (not  in¬ 
cluding  Interest  income  or  proceeds 
from  sale  of  property)  earned  by  the 
grant-support^  project  or  program  dur¬ 
ing  the  grant  period. 

(b)  The  deduction  of  income  required 
by  paragraph  (a)  of  this  section  is  inde¬ 
pendent  of,  and  is  not  intended  to  con¬ 
trol,  the  disposition  of  such  Income  pur¬ 
suant  to  Subpart  F  of  this  part. 

Subpart  P — Procurement  Standards 
§  74.150  Scope  of  subpart. 

(a)  This  subpart  provides  standards 
for  use  by  grantees  in  establishing  pro¬ 
cedures  for  the  procurement  of  supplies, 
equipment,  construction,  and  other 
services  whose  cost  is  borne  in  whole  or 
in  part  as  a  direct  charge  by  HEW  grants. 
These  standards  are  furnished  to  insure 


that  such  materials  and  services  are  ob¬ 
tained  in  an  effective  manner  and  in 
compliance  with  the  provisions  of  ap¬ 
plicable  Federal  law  and  Executive 
Orders.  No  additional  prociu-ement 
standards  wiU  be  imposed  by  HEW  upon 
grantees  unless  specifically  required  by 
Federal  law  or  Executive  Orders. 

(b)  Except  for  §  74.159(c)  the  require¬ 
ments  of  this  subpart  are  applicable 
only  to  procurements,  and  not  to  sub¬ 
grants  or  other  forms  of  financial  as¬ 
sistance  provided  by  grantees  to  third 
parties. 

§  74.151  General. 

(a)  Grantees  may  use  their  own  pro¬ 
curement  policies  provided  that  pro¬ 
curements  whose  cost  is  borne  in  whole 
or  in  part  as  a  direct  charge  by  HEW 
grants  adhere  to  the  standards  set  forth 
in  this  subpart. 

(b)  The  standards  contained  in  this 
subpart  do  not  relieve  the  grantee  of  the 
responsibilities  arising  under  its  con¬ 
tracts.  The  grantee  is  the  responsible 
authority  regarding  the  settlement  and 
satisfaction  of  all  contractual  and  sul- 
ministrative  Issues  arising  out  of  pro¬ 
curements  entered  into  in  support  of  a 
grant.  This  includes  but  is  not  limited 
to:  Disputes,  claims,  protests  of  award, 
source  evaluation,  or  other  matters  of  a 
contractual  nature.  Matters  concerning 
violation  of  law  are  to  be  referred  to 
such  local.  State,  or  Federal  authority  as 
may  have  proper  jinisdictlon. 

§  74.152  Code  of  condact- 

The  grantee  shall  maintain  a  code  or 
standard  of  conduct  which  shall  govern 
the  performance  of  its  officers,  em¬ 
ployees,  or  agents  in  contracting  with 
and  expending  Federal  grant  funds.  The 
grantee's  officers,  employees  or  agents, 
shall  neither  solicit  nor  accept  gratuities, 
favors,  or  an3rthing  of  monetary  value 
from  contractors  or  potential  contrac¬ 
tors.  To  the  extent  permissible  under 
State  or  local  law,  rules  or  regulations, 
or  if  the  grantee  is  not  a  State  or  local 
government  to  the  extent  that  the 
grantee  determines  that  it  has  the  legal 
and  practical  capacity  for  enforcement, 
such  standards  shall  provide  for  appro¬ 
priate  penalties,  sanctions,  or  other  dis¬ 
ciplinary  actions  to  be  applied  for  viola¬ 
tions  of  such  standards  either  by  the 
grantee’s  officers,  employees,  or  agents, 
or  by  cOTitractors  or  their  agents, 

§74.153  Free  competition. 

All  procurement  transactions  of  the 
grantee  regardless  of  whether  negotiated 
or  advertised  and  without  regard  to  dol¬ 
lar  value  shall  be  conducted  in  a  manner 
so  as  to  provide  maximum  open  and  free 
comp>etltion.  The  grantee  should  be  alert 
to  organizational  conflicts  of  interest  or 
noncompetitive  practices  among  {X)n- 
tractors  which  may  restrict  or  eliminate 
competition  or  otherwise  restrain  trade. 

§74.154  Procedural  requiremonU. 

The  grantee  shall  establish  procure¬ 
ment  procedures  which  provide  for,  as  a 
minimum,  the  following: 

(a)  Proposed  procurement  actions 
shall  be  reviewed  by  appropriate  grantee 
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officials  to  avoid  purchasing  unnecessary 
or  duplicative  items.  Where  appropriate, 
an  analysis  shall  be  made  of  lesise  and 
purchase  alternatives  to  determine 
which  would  be  the  most  economical, 
practical  procurement. 

(b)  Invitations  for  bids  or  requests 
for  proposals  shall  be  based  upon  a  clear 
and  accurate  description  of  the  techni¬ 
cal  requirements  for  the  material,  prod¬ 
uct,  or  service  to  be  procured.  Such 
description  shall  not,  in  competitive  pro¬ 
curements,  contain  features  which  un¬ 
duly  restrict  competition.  “Brand  name 
or  equal”  description  may  be  used  as  a 
means  to  define  the  •  performance  or 
other  salient  requirements  of  a  procure¬ 
ment,  and  when  so  used,  the  specific 
features  of  the  named  brand  which  must 
be  met  by  offerors  should  be  clearly 
specified. 

(c)  Positive  efforts  shall  be  made  by 
the  grantees  to  utilize  small  business  and 
minority-owned  business  sources  of  sup¬ 
plies  and  services.  Such  efforts  should 
allow  these  sources  the  maximum  feasi¬ 
ble  opportunity  to  compete  for  contracts 
to  be  performed  under  Federal  grants. 

(d)  The  type  of  procuring  instru¬ 
ments  used  (i.e.,  fixed-price  contracts, 
cost  reimbursable  contracts,  purchase 
orders,  incentive  contracts,  etc.),  shall 
be  appropriate  for  the  particular  pro¬ 
curement  and  for  promoting  the  pur¬ 
poses  of  the  grant  project  or  program 
involved.  The  “cost-plus-a-percentage- 
of-cost”  method  of  contracting  shall  not 
be  used. 

(e)  If  the  grantee  is  a  State  or  local 
government,  formal  advertising,  with 
adequate  purchase  description,  sealed 
bids,  and  public  openings  shall  be  the 
required  method  of  procurement  unless 
negotiation  pursuant  to  §  74.155  is  neces¬ 
sary  to  accomplish  sound  procurement. 
However,  procurements  of  $2,500  or  less 
need  not  be  so  advertised  unless  other¬ 
wise  required  by  State  or  local  law  or 
regulations.  When  formal  advertising 
is  employed  by  the  State  or  local 
government; 

(1)  The  awards  shall  be  made  to  the 
responsible  bidder  whose  bid  is  respon¬ 
sive  to  the  invitation  and  is  most  ad¬ 
vantageous  to  the  State  or  local  govern¬ 
ment  grantee,  price  and  other  factors 
considered.  Factors  such  as  discounts, 
transportation  costs,  and  taxes  may  be 
considered  in  determining  the  lowest 
bid. 

(2)  Invitations  for  bids  shall  clearly 
set  forth  all  requirements  which  the 
bidder  must  fulfill  in  order  for  his  bid 
to  be  evaluated  by  the  State  or  local 
government  grantee. 

(3)  Any  or  all  bids  may  be  rejected 
when  it  is  in  the  State  or  local  govern¬ 
ment  grantee’s  interest  to  do  so,  and 
such  rejections  are  in  accordance  with 
applicable  State  or  local  law,  rules,  and 
regulations. 

§  74.155  Negotiated  procurements  by 
State  or  local  governments. 

(a)  Procurements  may  be  negotiated 
by  State  or  local  government  grantees 
if  it  is  not  practicable  or  feasible  to  use 
formal  advertising.  Generally,  procure¬ 


ments  may  be  negotiated  if  one  or  more 
of  the  following  conditions  prevail: 

(1)  The  public  exigency  will  not  per¬ 
mit  the  delay  Incident  to  advertismg; 

(2)  The  material  or  service  to  be  pro¬ 
cured  is  available  from  only  one  person 
or  firm;  all  contemplated  sole  source 
procurements  where  the  aggregate 
expenditure  is  expected  to  exceed  $5,000 
shall  bt  referred  to  the  granting  agency 
for  prior  approval  if  such  approval  is 
required  by  the  granting  agency; 

(3)  The  aggregate  amount  involved 
does  not  exceed  $2,500; 

(4)  The  contract  is  for  personal  or 
professional  services,  or  for  any  service 
to  be  rendered  by  a  university,  college, 
or  other  educational  institution; 

(5)  The  material  or  services  are  to  be 
procured  and  used  outside  the  limits 
of  the  United  States  and  its  possessions; 

(6)  No  acceptable  bids  have  been  re¬ 
ceived  after  formal  advertising; 

(7)  'The  purchases  are  for  highly 
perishable  materials  or  medical  supplies, 
for  material  or  services  where  the  prices 
are  established  by  law,  for  technical 
items  or  equipment  requiring  standard¬ 
ization  and  interchangeability  of  parts 
with  existing  equipment,  for  experi¬ 
mental,  developmental  or  research  work, 
for  supplies  purchased  for  authorized 
resale,  and  for  technical  or  specialized 
supplies  requiring  substantial  initial  in¬ 
vestment  for  manufacture; 

(8)  Negotiation  is  otherwise  authorized 
by  applicable  Federal,  State,  or  local  law, 
rules  or  regulations. 

(b)  Notwithstanding  the  existence  of 
circumstances  justifying  negotiation, 
competition  shall  be  obtained  to  the 
maximum  extent  practicable. 

§  74.156  Contravlor  responsibility. 

Contracts  shall  be  made  by  grantees 
only  with  responsible  contractors  who 
possess  the  potential  ability  to  perform 
successfully  under  the  terms  and  condi¬ 
tions  of  a  proposed  procurement.  Consid¬ 
eration  shall  be  given  to  such  matters  as 
contractor  int^rity,  record  of  past  per¬ 
formance,  financial  and  technical  re¬ 
sources,  and  accessibility  to  other  neces¬ 
sary  resources. 

§  74.157  Records  for  negolialcd  pro- 
curcmenls  by  State  or  local  govern¬ 
ments. 

The  procurement  records  or  files  of 
State  or  local  government  grantees  for 
negotiated  purchases  in  amoimts  in  ex¬ 
cess  of  $2,500  shall  Include  the  following 
pertinent  information;  justification  for 
the  use  of  negotiation  in  lieu  of  adver¬ 
tising,  contractor  selection,  and  the  basis 
for  the  cost  or  price  negotiated.  Justi¬ 
fication  for  the  use  of  negotiation  in  lieu 
of  advertising  may  be  provided  on  a 
class  basis  or  on  an  individual  contract 
basis. 

§  74.158  Contract  administration  system. 

A  system  for  contract  administration 
shall  be  maintained  by  the  grantee  to 
assure  contractor  compliance  with  terms, 
conditions,  and  specifications  of  the  con¬ 
tract  or-  order,  and  to  assure  adequate 
and  timely  follow  up  of  all  purchases. 


§  74.159  Contract  and  subgrant  provi¬ 
sions. 

(a)  General.  (1)  The  grantee  shall  in¬ 
clude  provisions  to  define  a  sound  and 
complete  agreement  in  all  ccmtracts  and 
subgrants  which  it  awards  when  the  con¬ 
tract  or  subgrant  costs  are  to  be  borne  as 
a  direct  charge  in  whole  or  in  part  by  an 
HEW  grant. 

(2)  In  awarding  such  contracts,  the 
grantee  must  comply  with  the  appli¬ 
cable  requirements  of  paragraphs  (b) 
and  (c)  of  this  section. 

(3)  In  awarding  such  subgrants,  the 
grantee  must  comply  with  the  applicable 
requirements  of  paragraph  (c)  of  this 
section. 

(b)  Contracts  under  HEW  grants.  (1) 
If  the  grantee  is  a  State  or  local  govern¬ 
ment,  its  contracts  shall  contain  con¬ 
tractual  provisions  or  conditions  which 
will  allow  for  administrative,  contrac¬ 
tual,  or  legal  remedies  in  instances  where 
contractors  violate  or  breach  contract 
terms,  and  provide  for  such  sanctions 
and  penalties  as  may  be  appropriate. 

(2)  All  contracts  awarded  by  State  or 
local  government  grantees  in  excess  of 
$2,500  shall  WMitain  suitable  provisions 
for  termination  by  the  grantee  including 
the  manner  by  which  it  will  be  effected 
and  the  basis  for  settlement.  In  addition, 
such  contracts  shall  set  forth  the  condi¬ 
tions  under  which  the  contract  may  be 
terminated  for  default  as  well  as  con¬ 
ditions  where  the  cwitract  may  be  ter¬ 
minated  because  of  circumstances  be¬ 
yond  the  control  of  the  contractor, 

(3)  In  all  contracts  for  construction 
or  facility  improvement  awarded  in  ex¬ 
cess  of  $100,000,  the  bonding  require¬ 
ments  set  forth  in  Subpart  C  of  this  part 
shall  be  observed. 

(4)  All  negotiated  contracts  (except 

those  of  $2,500  or  less)  shall  include  pro- 
visiems  giving  access  to,  and  requiring  re¬ 
tention  of,  the  contractor’s  records  in  ac¬ 
cordance  with  §§  74.20,  74.21,  and 

74.23(b). 

(c)  Contracts  and  subgrants  under 
HEW  grants.  (1)  Provisions  for  compli¬ 
ance  with  Executive  Order  No.  11246,  en¬ 
titled,  “Equal  Employment  Opportunity,” 
as  supplemented  in  Department  of  Labor 
regulations  (41  CFR  Part  60)  shall  be 
included  in  all  contracts  and  subgrants 
to  which  they  are  applicable. 

(2)  All  contracts  and  subgrants  in  ex¬ 
cess  of  $2,000  for  construction  or  repair 
shall  include  a  provision  for  compliance 
with  the  Copeland  “Anti-Kick  Back”  Act 
(18  U.S.C.  874)  as  implemented  in  De¬ 
partment  of  Labor  regulations  (29  CFR 
Part  3) .  The  grantee  r-liall  report  all  sus¬ 
pected  or  reported  violations  to  the 
granting  agency. 

(3)  When  required  by  the  HEW  grant 
program  enabling  legislation,  all  con¬ 
struction  contracts  awarded  by  grantees 
and  subgrantees  in  excess  of  $2,000  shall 
include  a  provision  for  compliance  with 
the  Davis-Bacon  Act  (40  U.S.C.  276a  to 
a-7)  as  supplemented  by  Department  of 
Labor  regiilations  (29  CFR  Part  5).  ’The 
grantee  shall  report  all  suspected  or  re¬ 
ported  violations  to  the  granting  agency. 

(4)  Where  applicable,  all  construction 
contracts  exceeding  $2,000  awarded  by 
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grantees  and  subgrantees,  and  all  other 
contracts  awarded  by  them  which  exceed 
$2,500  and  which  involve  the  employment 
of  mechanics  and  laborers,  shall  include 
a  provision  for  compliance  with  sections 
103  and  107  of  the  Contract  Work  Hours 
and  Safety  Standards  Act  (40  U.S.C.  327- 
330)  as  implemented  by  Department  of 
Labor  regulations  (29  CFR  Part  5) . 

(5)  All  research  or  devel(vment  agree¬ 
ments,  whether  contracts  or  subgrants, 
shall  contain  a  notice  to  the  efFect  that 
rights  to  inventions  concaved  or  first 
actually  reduced  to  practice  in  the  course 
of  or  under  the  agreement  shall  be  gov¬ 
erned  by  tJie  Department’s  Patent  Regu¬ 
lations  (Parts  6  and  8  of  this  title) ,  im- 
plementing  terms  and  conditions  of  the 
HEW  grant,  and  any  pertinent  regula¬ 
tions  or  other  requirements  consistent 
therewith  issued  by  the  grantee.  The 
grantee  shsJl  assure  that  the  performer 
of  the  research  or  development  work 
either  is  given  all  necessary  information 
regarding  these  matters,  or  is  advised  as 
to  the  source  of  such  information.  This 
subparagraph  shall  also  apply  to  nonre¬ 
search  and  nondevelopment  awards  in 
fields  of  science  or  technology  in  which 
there  has  been  little  significant  experi¬ 
ence  outside  of  work  funded  by  the  Fed¬ 
eral  Government. 

(6)  Each  contract  of  an  amount  in  ex¬ 
cess  of  $2,500  awarded  by  a  grantee  or 
subgrantee  shall  provide  fat  the  recipi¬ 
ent  will  comply  with  applicable  regula¬ 
tions  and  standards  of  the  Cost  of  Living 
Council  in  establishing  wages  and  prices. 
The  provision  shall  advise  the  recipient 
that  submission  of  a  bid  or  offer  or  the 
submittal  of  an  invoice  or  voucher  for 
property,  goods,  or  services  furnished  im- 
der  a  contract  or  agreement  with  the 
grantee  or  subgrantee  shall  constitute  a 
certification  by  him  that  amoimts  to  be 
paid  do  not  exceed  maximiun  allowable 
levels  authorized  by  the  Cost  of  Living 
Coimcil  regulations  or  standards.  Sus¬ 
pected  violations  shall  be  reported  by  the 
grantee  in  writing  to  the  local  Internal 
Revenue  Service  field  office  with  a  copy 
to  the  granting  agency. 

(7)  Contracts  and  subgrants  in  excess 
of  $100,000  shall  contain  a  provision 
which  requires  the  recipient  to  comply 
with  all  applicable  standards,  orders,  or 
regulations  issued  pursuant  to  the  Clean 
Air  Act  of  1970  as  amended  (42  U.S.C. 
1857b.  et  seq.) .  Suspected  violations  shall 
be  reported  by  the  grantee  in  writing  to 
the  regional  office  of  the  United  States 
Environmental  Protection  Agency,  vith 
a  copy  to  the  granting  agency. 

Subpart  Q — Cost  Principles 
§  74.170  Scope  of  subpart. 

This  subpart  establishes  the  principles 
to  be  used  (except  to  the  extent  inconsist¬ 
ent  with  an  applicable  Federal  statute 
or  regulation)  in  determining  costs  ap¬ 
plicable  to  HEW  grants,  and  to  subgrants 
or  cost-type  ccmtracts  under  HEW 
grants. 

§  74.171  Grants  to  State  or  local  govern¬ 
ments* 

The  principles  to  be  used  in  deter¬ 
mining  the  allowable  costs  of  activities 


conducted  or  administered  by  State  and 
local  governments  tmder  grants  (and 
subgrants)  or  cost-type  contracts 
awarded  to  them  under  grants)  are  set 
forth  in  Appendix  C  to  this  part. 

§  74.172  Grants  to  institutions  of  higher 
education. 

(a)  Research  and  development.  The 
principles  for  determining  the  allowable 
costs  of  research  and  development  work 
performed  by  institutions  of  higher  ed¬ 
ucation  under  grants  (and  subgrants  or 
cost-t3T>e  contracts  awarded  to  them  un¬ 
der  grants)  are  set  forth  in  Part  I  of 
Appendix  D  to  this  part. 

(b)  Training  and  other  educational 
services.  The  principles  for  determining 
the  allowable  costs  of  training  and  other 
educational  services  provided  by  insti¬ 
tutions  of  higher  education  under  grants 
(and  subgrants  or  cost- type  contracts 
awarded  to  them  under  grants)  are  set 
forth  in  Part  n  of  Appendix  D  to  this 
part. 

(c)  Other  activities.  Appendix  D  to 
this  part  shall  be  used  as  a  guide  for  de¬ 
termining  the  allowable  costs  of  other 
activities  conducted  by  institutions  of 
higher  education  under  grants  (and  sub¬ 
grants  or  cost-type  contracts  awarded 
to  them  under  grants) . 

§  74.173  Grants  to  hospitals. 

(a)  Research  and  development.  The 
principles  for  determining  the  allowable 
costs  of  research  and  development  work 
performed  by  hospitals  under  grants  (and 
subgrants  or  cost-tjrpe  contracts  awarded 
to  them  under  grants)  are  set  forth  in 
Appendix  E  to  this  part. 

(b)  Other  activities.  Appendix  E  to 
this  part  shall  be  used  as  a  guide  for  de¬ 
termining  the  allowable  costs  of  other 
activities  conducted  by  hospitals  under 
grants  (and  subgrants  or  cost-type  ccm- 
tracts  awarded  to  them  under  grants) . 

§  74.174  GranU  to  other  nonprofit  or¬ 
ganizations. 

(a)  Nonconstruction.  The  principles 
for  determining  the  allowable  costs  of 
activities  conducted  by  nonprofit  orga¬ 
nizations  other  than  institutions  of 
higher  education,  hospitals.  States,  and 
local  governments  under  nonconstruc¬ 
tion  grants  (and  nonconstruction  sub¬ 
grants  or  cost-type  contracts  awarded  to 
them  under  grants)  are  set  forth  in  Ap¬ 
pendix  F  to  this  part. 

(b)  Construction.  Appendix  F  to  this 
part  shall  be  used  as  a  guide  for  deter¬ 
mining  the  allowable  costs  of  work  under 
construction  grants  to  nonprofit  organi¬ 
zations  (other  than  institutions  of  higher 
education,  hospitals.  States,  and  local 
governments)  and  any  construction  sub¬ 
grants  or  cost-type  contracts  awarded  to 
such  nonprofit  organizations  under 
grants. 

§  74.175  Suhgrants  and  cost-lype  con¬ 
tracts. 

(a)  It  should  be  noted  that  the  cost 
principles  applicable  to  a  subgrantee  or 
cost-type  contractor  imder  an  HEW 
grant  will  not  necessarily  be  the  same  as 
those  applicable  to  the  grantee.  For  ex¬ 
ample,  where  a  State  government  awards 


a  subgrant  or  cost-type  contract  to  an 
institution  of  higher  education.  Appendix 
D  to  this  part  would  apply  to  the  costs  in¬ 
curred  by  the  institution  of  higher  edu¬ 
cation,  even  though  Appendix  C  would 
apply  to  the  costs  incurred  by  the  State. 

(b)  The  principles  to  be  used  in  deter¬ 
mining  the  allowable  costs  of  work  per¬ 
formed  by  conunercial  organizations  un¬ 
der  cost-type  contracts  awarded  to  them 
under  HEW  grants  are  set  forth  in  41 
CFR  Subpart  1.15.2. 

Appendix  A  [Reserved] 
Appendix  B  [Reserved] 

Appendix  C — Principlis  pob  Determining 

Costs  Applicable  to  Qrants  and  Contracts 

With  State  and  Local  Oovxrnments 

part  I— general 

A.  PURPOSE  AND  SCOPE 

1.  Objectives.  This  appendix  sets  forth 
principles  for  determining  the  allowable 
costs  of  programs  administered  by  State  and 
local  governments  under  grants  from  and 
contracts  with  the  Federal  Oovernment.  The 
principles  are  for  the  purpose  of  cost  deter¬ 
mination  and  are  not  Intended  to  Identify 
the  circumstances  or  dictate  the  extent  of 
Federal  and  State  or  local  participation  In 
the  financing  of  a  particular  grant.  They  are 
designed  to  provide  that  federally  assisted 
programs  bear  their  fair  share  of  costs  recog¬ 
nized  under  these  principles,  except  where 
restricted  or  prohibited  by  law.  No  provision 
for  profit  or  other  Increment  above  cost  Is 
Intended. 

2.  Policy  guides.  The  application  of  these 
principles  Is  based  on  the  fundamental 
premises  that: 

a.  State  and  local  governments  are  respon¬ 
sible  for  the  efficient  and  effective  admin¬ 
istration  of  grant  and  contract  programs 
through  the  application  of  sound  manage¬ 
ment  practices. 

b.  The  grantee  or  contractor  assumes  the 
responsibility  for  seeing  that  federally 
assisted  program  funds  have  been  expended 
and  accounted  for  consistent  with  underly¬ 
ing  agreements  and  program  objectives. 

c.  Each  grantee  or  contractor  organization, 
In  recognition  of  Its  own  unique  combination 
of  staff  facilities  and  experience,  will  have  the 
primary  responsibility  for  employing  what¬ 
ever  form  of  organization  and  management 
techniques  may  be  necessary  to  assure  proper 
and  efficient  administration. 

3.  Application.  These  principles  will  be  ap¬ 
plied  In  determining  costs  incurred  by  State 
and  local  governments  under  Federal  grants 
and  cost  reimbursement  type  contracts  (In¬ 
cluding  subgrants  and  subcontracts)  ex¬ 
cept  those  with  (a)  publicly  financed  edu¬ 
cational  Institutions  subject  to  Appendix  D 
to  this  part  and  (b)  publicly  owned  hospitals 
and  other  providers  of  medical  care  subject 
to  requirements  of  Appendix  E  to  this  part. 

B.  DEFINITIONS 

1.  Approval  or  authorization  of  the  grantor 
Federal  agency  means  documentation  evi¬ 
dencing  consent  prior  to  incurring  specific 
cost. 

2.  Cost  allocation  plan  means  the  docu¬ 
mentation  Identifying,  accumulating,  and 
distributing  allowable  costs  under  grants  and 
contr8M:ts  together  with  the  allocation 
methods  used. 

3.  Cost,  as  used  herein,  means  cost  as  de¬ 
termined  on  a  cash,  accrual,  or  other  basis 
acceptable  to  the  Federal  grantor  agency  as  a 
discharge  of  the  grantee's  accountability  for 
Federal  funds. 

4.  Cost  objective  means  a  pool,  center,  or 
area  established  for  the  accumulation  of 
cost.  Such  areas  include  organizational 
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units,  functions,  objects  or  Items  of  expense, 
as  well  as  ultimate  cost  objectives  Including 
specific  grants,  projects,  contracts,  and  other 
activities. 

6.  Federal  agency  means  the  Department 
of  Health,  Education,  and  Welfare. 

6.  Grant  means  an  agreement  between  the 
.Federal  Oovernment  and  a  State  or  local 

government  whereby  the  Federal  Govern¬ 
ment  provides  funds  or  aid  In  kind  to  carry 
out  specified  programs,  services,  or  activities. 
The  principles  and  policies  stated  in  this  ap¬ 
pendix  as  applicable  to  grants  In  general 
also  apply  to  any  federally  sponsored  cost 
reimbursement  type  of  agreement  performed 
by  a  State  or  local  government,  including 
contracts,  subcontracts  and  subgrants. 

7.  Grant  program  means  those  activities 
and  operations  of  the  grantee  which  are 
necessary  to  carry  out  the  purposes  of  the 
grant.  Including  any  portion  of  the  program 
financed  by  the  grantee. 

8.  Grantee  means  the  department  or 
agency  of  State  or  local  government  which 
Is  responsible  for  administration  of  the 
grant. 

9.  Local  unit  means  any  political  subdivi¬ 
sion  of  government  below  the  State  level. 

10.  Other  State  or  local  agencies  means 
departments  or  agencies  of  the  State  or  local 
unit  which  provide  goods,  facilities,  and 
services  to  a  grantee. 

11.  Services,  as  used  herein,  means  goods 
and  facilities,  as  well  as  services. 

12.  Supporting  services  means  auxiliary 
functions  necessary  to  sustain  the  direct  ef¬ 
fort  involved  In  administering  a  grant  pro¬ 
gram  or  an  activity  providing  service  to  the 
grant  program.  These  services  may  be  cen¬ 
tralized  in  the  grantee  department  or  in 
some  other  agency,  and  Include  procure¬ 
ment,  payroll,  personnel  functions,  main¬ 
tenance  and  operation  of  space,  data  proc¬ 
essing,  accounting,  budgeting,  auditing,  mall 
and  messenger  service,  and  the  like. 

C.  BASIC  GUIDELINES 

1.  Factors  affecting  allowability  of  costs. 
To  be  allowable  under  a  grant  program, 
costs  must  meet  the  following  general  cri¬ 
teria: 

a.  Be  necessary  and  reasonable  for  proper 
and  efficient  administration  of  the  grant  pro¬ 
gram,  be  allocable  thereto  under  these 
principles,  and,  except  as  specifically  pro¬ 
vided  herein,  not  be  a  general  expense  re¬ 
quired  to  carry  out  the  overall  responsibili¬ 
ties  of  State  or  local  governments. 

b.  Be  authorized  or  not  prohibited  under 
State  or  local  laws  or  regulations. 

c.  Conform  to  any  limitations  or  exclu¬ 
sions  set  forth  In  these  principles.  Federal 
laws,  or  other  governing  limitations  as  to 
types  or  amounts  of  cost  Items. 

d.  Be  consistent  with  policies,  regulations, 
and  procedures  that  apply  uniformly  to  both 
federally  assisted  and  other  activities  of  the 
unit  of  government  of  which  the  grantee 
Is  a  part. 

e.  Be  accorded  consistent  treatment 
through  application  of  generally  accepted 
accounting  principles  appropriate  to  the  cir¬ 
cumstances. 

f.  Not  be  allocable  to  or  included  as  a  cost 
of  any  other  federally  financed  program  in 
either  the  current  or  a  prior  period. 

g.  Be  net  of  all  applicable  credits. 

2.  Allocable  costs,  a.  A  cost  Is  allocable  to  a 
particular  cost  objective  to  the  extent  of 
benefits  received  by  such  objective. 

b.  Any  cost  allocable  to  a  particular  grant 
or  cost  objective  under  the  principles  pro¬ 
vided  for  in  this  appendix  may  not  be  shifted 
to  other  Federal  grant  programs  to  over¬ 
come  fund  deficiencies,  avoid  restrictions  Im¬ 
posed  by  law  or  grant  agreements,  or  for 
other  reasons. 


c.  Where  an  allocation  of  Joint  cost  will 
ultimately  result  In  charges  to  a  grant  pro¬ 
gram,  an  allocation  plan  will  be  required  as 
prescribed  in  section  J. 

3.  Applicable  credits,  a.  Applicable  credits 
refer  to  those  receipts  or  reduction  of  expen¬ 
diture-type  transactions  which  offset  or  re¬ 
duce  expense  Items  allocable  to  grants  as 
direct  or  Indirect  costs.  Examples  of  such 
transactions  are:  purchase  discounts;  re¬ 
bates  or  allowances;  recoveries  or  indemnities 
on  losses;  sale  of  publications,  equipment, 
and  scrap;  Income  from  personal  or  inci¬ 
dental  services;  and  adjustments  of  overpay¬ 
ments  or  erroneous  charges. 

b.  Applicable  credits  may  also  arise  when 
Federal  funds  are  received  or  are  available 
from  sources  other  than  the  grant  program 
Involved  to  finance  operations  or  ctqiltal 
Items  of  the  grantee.  This  Includes  costs 
arising  from  the  use  or  depreciation  of  Items 
donated  or  financed  by  the  Federal  Govern¬ 
ment  to  fulfill  matching  requirements  under 
another  grant  program.  These  types  of  credits 
should  likewise  be  used  to  reduce  related 
expenditures  In  determining  the  rates  or 
amounts  applicable  to  a  given  grant. 

D.  COMPOSITION  OF  COST 

1.  Total  cost.  The  total  cost  of  a  grant  pro¬ 
gram  is  comprised  of  the  allowable  direct 
cost  Incident  to  Its  performance,  plus  its 
allocable  portion  of  allowable  indirect  costs, 
less  applicable  credits. 

2.  Classification  of  costs.  There  is  no  uni¬ 
versal  rule  for  classifying  certain  costs  as 
either  direct  or  Indirect  under  every  account¬ 
ing  system.  A  cost  may  be  direct  with  respect 
to  some  specific  service  or  function,  but  in¬ 
direct  with  respect  to  the  grant  or  other 
ultimate  cost  objective.  It  is  essential  there¬ 
fore  that  each  item  of  cost  be  treated  con¬ 
sistently  either  as  a  direct  or  an  indirect 
cost.  Specific  guides  for  determining  direct 
and  indirect  costs  allocable  under  grant  pro¬ 
grams  are  provided  in  the  sections  which 
follow. 

E.  DIRECT  COSTS 

1.  General.  Direct  costs  are  those  that  can 
be  Identified  specifically  with  a  particular 
cost  objective.  These  costs  may  be  charged 
directly  tc  ^ants,  contracts,  or  to  other  pro¬ 
grams  against  which  costs  are  finally  lodged. 
Direct  costs  may  also  be  charged  to  cost  ob¬ 
jectives  used  for  the  accumulation  of  costs 
pending  distribution  In  due  course  to  grants 
and  other  ultimate  cost  objectives. 

2.  Application.  Typical  direct  costs  charge¬ 
able  to  grant  programs  are : 

a.  Compensation  of  employees  for  the  time 
and  effort  devoted  specifically  to  the  execu¬ 
tion  of  grant  programs.  ; 

b.  Cost  of  materials  acquired,  consumed, 
or  expended  specifically  for  the  purpose  of 
the  grant. 

c.  Equipment  and  other  approved  capital 
expenditures. 

d.  Other  Items  of  expense  incurred  specifi¬ 
cally  to  carry  out  the  grant  agreement. 

e.  Services  furnished  specifically  for  the 
grant  program  by  other  agencies,  provided 
such  charges  are  consistent  with  criteria  out¬ 
lined  in  Section  G  of  these  principles. 

F.  INDIRECT  COSTS 

1.  General.  Indirect  costs  are  those  (a)  In¬ 
curred  for  a  common  or  Joint  purpose  bene¬ 
fiting  more  than  one  cost  objective,  and  (b) 
not  readily  assignable  to  the  cost  objectives 
specifically  benefited,  without  effort  dispro¬ 
portionate  to  the  results  achieved.  The  term 
“Indirect  costs,”  as  used  herein,  applies  to 
costs  of  this  type  originating  In  the  grantee 
department,  as  well  as  those  incurred  by 
other  departments  In  supplying  goods,  serv¬ 
ices,  and  facilities,  to  the  grantee  depart¬ 
ment.  To  facilitate  equitable  distribution  of 
indirect  expenses  to  the  cost  objectives 


served.  It  may  be  necessary  to  establish  a 
number  of  pools  of  indirect  cost  within  a 
grantee  department  or  In  other  agencies  pro¬ 
viding  services  to  a  grantee  department. 
Indirect  cost  pools  should  be  distributed  to 
benefiting  cost  objectives  on  bases  which  will 
produce  an  equitable  result  in  consideration 
of  relative  benefits  derived. 

2.  Grantee  departmental  indirect  costs.  All 
grantee  departmental  indirect  costs,  includ¬ 
ing  the  various  levels  of  supervision,  are  eli¬ 
gible  for  allocation  to  grant  programs  pro¬ 
vided  they  meet  the  conditions  set  forth  in 
this  Appendix.  In  lieu  of  determining  the 
actual  amount  of  grantee  departmental  in¬ 
direct  cost  allocable  to  a  grant  program,  the 
following  methods  may  be  used: 

a.  Predetermined  fixed  rates  for  indirect 
costs.  A  predetermined  fixed  rate  for  com¬ 
puting  Indirect  costs  applicable  to  a  grant 
may  be  negotiated  annually  In  situations 
where  the  cost  experience  and  other  perti¬ 
nent  facts  available  are  deemed  sufficient  to 
enable  the  contracting  parties  to  reach  an 
informed  Judgment  (1)  as  to  the  probable 
level  of  Indirect  costs  in  the  grantee  depart¬ 
ment  during  the  period  to  be  covered  by  the 
negotiated  rate,  and  (2)  that  the  amount 
allowable  under  the  predetermined  rate 
would  not  exceed  actual  indirect  cost. 

b.  Negotiated  lump  sum  for  overhead.  A 
negotiated  fixed  amount  in  lieu  of  indirect 
costs  may  be  appropriate  under  circum¬ 
stances  where  the  benefits  derived  from  a 
grantee  department’s  Indirect  services  can¬ 
not  be  readily  determined  as  in  the  case  of 
small,  self-contained  or  isolated  activity. 
When  this  method  is  used,  a  determination 
should  be  made  that  the  amount  negotiated 
will  be  approximately  the  same  as  the  actual 
indirect  cost  that  may  be  Incurred.  Such 
amounts  negotiated  In  lieu  of  indirect  costs 
will  be  treated  as  an  offset  to  total  indirect 
expenses  of  the  grantee  department  before 
allocation  to  remaining  activities.  'The  base 
on  which  such  remaining  expenses  are  allo¬ 
cated  should  be  appropriately  adjusted. 

3.  Limitation  on  indirect  costs,  a.  Federal 
grants  may  be  subject  to  laws  that  limit 
the  amount  of  Indirect  cost  that  may  be 
allowed.  Agencies  that  sponsor  grants  of 
this  type  will  establish  procedures  which  will 
assure  that  the  amount  actually  allowed  for 
indirect  costs  under  each  such  grant  does 
not  exceed  the  maximum  allowable  under 
the  statutory  limitation  or  the  amount  other¬ 
wise  allowable  under  this  Appendix,  which¬ 
ever  is  the  smaller. 

b.  When  the  amount  allowable  under  a 
statutory  limitation  Is  less  than  the  amount 
otherwise  allocable  as  Indirect  costs  under 
this  Appendix,  the  amount  not  recoverable 
as  Indirect  costs  under  a  grant  may  not  be 
shifted  to  another  federally  sponsored  grant 
program  or  contract. 

0  COST  INCURRED  BY  AGENCIES  OTHER  THAN 
THE  GRANTEE 

1.  General.  The  cost  of  service  provided 
by  other  agencies  only  may  include  allowable 
direct  costs  of  the  service  plus  a  pro  rata 
share  of  allowable  supporting  costs  (section 
B.12.)  and  supervision  directly  required  in 
performing  the  service,  but  not  supervision 
of  a  general  nature  such  as  that  provided 
by  the  head  of  a  department  and  his  staff 
assistants  not  directly  involved  in  operations. 
However,  supervision  by  the  head  of  a  de¬ 
partment  or  agency  whose  sole  function  is 
providing  the  service  furnished  would  be 
an  eligible  cost.  Supporting  costs  include 
those  furnished  by  other  units  of  the  supply¬ 
ing  department  or  by  other  agencies. 

2.  Alternative  methods  of  determining  in¬ 
direct  cost.  In  lieu  of  determining  actual 
Indirect  cost  related  to  a  particular  service 
furnished  by  another  agency,  either  of  the 
following  alternative  methods  may  be  used 
provided  only  one  method  Is  used  for  a  spe- 
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clfic  ser\'ice  during  the  fiscal  year  involved. 

a.  Standard  indirect  rate.  An  amount 
equal  to  10  percent  of  direct  labor  cost  in 
providing  the  service  performed  by  another 
State  agency  (excluding  overtime,  shift,  or 
holiday  premiums  and  fringe  benefits)  may 
be  allowed  in  lieu  of  actual  allowable  in¬ 
direct  cost  for  that  service. 

b.  Predetermined  fixed  rate.  A  predeter¬ 
mined  fixed  rate  for  indirect  cost  of  the  unit 
or  activity  providing  service  may  be  negoti¬ 
ated  as  set  forth  in  section  P.2.a. 

n.  COST  INCTJRKED  BY  GRANTEE  DEPARTMENT 
FOR  OTHERS 

1  General.  The  principles  provided  in  sec¬ 
tion  G.  will  also  be  used  in  determining  the 
cost  of  services  provided  by  the  grantee  de¬ 
partment  to  another  agency. 

J.  COST  ALLOCATION  PLAN 

1.  General.  A  plan  for  allocation  of  costs 
will  be  required  to  support  the  distribution 
of  any  Joint  costs  related  to  the  grant  pro¬ 
gram.  All  costs  Included  in  the  plan  will  be 
supported  by  formal  accounting  records 
which  will  substantiate  the  propriety  of 
eventual  charges. 

2.  Requirements.  The  allocation  plan  of  the 
grantee  department  should  cover  all  Joint 
costs  of  the  department  as  well  as  costs  to 
be  allocated  under  plans  of  other  agencies  or 
organizational  unit  which  are  to  be  in¬ 
cluded  in  the  costs  of  federally  sponsored 
programs.  The  cost  allocation  plans  of  all 
the  agencies  rendering  services  to  the  grantee 
department,  to  the  extent  feasible,  should  be 
presented  in  a  single  document.  The  alloca¬ 
tion  plan  should  contain,  but  not  necessarily 
be  limited  to,  the  following; 

a.  The  nature  and  extent  of  services  pro¬ 
vided  and  their  relevance  to  the  federally 
sponsored  programs. 

b.  The  items  of  expense  to  be  Included. 

c.  The  methods  to  be  used  in  distributing 
cost. 

3.  Instructions  lor  preparation  of  cost  allo¬ 
cation  plans.  The  Department  of  Health, 
Education,  and  Welfare,  in  consultation  with 
the  other  Federal  agencies  concerned,  will 
be  responsible  for  developing  and  Issuing  the 
Instructions  for  use  by  State  and  local  gov¬ 
ernment  grantees  in  preparation  of  cost 
allocation  plans.  This  responsibility  applies 
to  both  central  support  services  at  the  State 
and  local  government  level  as  well  as  indi¬ 
rect  cost  proposals  of  individual  grantee 
departments. 

4.  Negotiation  and  approval  of  indirect 
cost  proposals  for  States,  a.  The  Department 
of  Health,  Education,  and  Welfare,  in  col¬ 
laboration  with  the  other  Federal  agencies 
concerned,  will  be  responsible  for  negotia¬ 
tion,  approval  and  audit  of  cost  allocation 
plans,  which  will  be  submitted  to  it  by  the 
States.  These  plans  will  cover  central  sup¬ 
port  service  costs  of  the  State. 

b.  At  the  grantee  department  level  in  a 
State,  a  single  Federal  agency  will  have  re¬ 
sponsibility  similar  to  that  set  forth  in  a. 
above  for  the  negotiation,  approval  and  audit 
of  the  indirect  cost  proposal.  Cognizant  Fed¬ 
eral  agencies  have  been  designated  for  this 
purpose.  Changes  which  may  be  required 
from  time  to  time  in  agency  assignments  will 
be  arranged  by  the  Department  of  Health, 
Education,  and  Welfare  in  collaboration  with 
the  other  interested  agencies,  and  submitted 
to  the  Office  of  Management  and  Budget  for 
final  approval.  A  current  list  of  agency  as¬ 
signments  will  be  maintained  by  the  De¬ 
partment  of  Health,  Education,  and  Welfare. 

c.  Questions  concerning  the  cost  alloca¬ 
tion  plans  approved  under  a.  and  b.  above 
should  be  directed  to  the  agency  responsible 
for  such  approvals. 

5.  Negotiation  and  approval  of  indirect 
cost  proposals  for  local  governments,  a.  Cost 
allocation  plans  will  be  retained  at  the  local 


government  level  for  audit  by  a  designated 
Federal  agency  except  In  those  cases  where 
that  agency  requests  that  cost  allocation 
plans  be  submitted  to  it  for  negotiation  and 
approval. 

b.  A  list  of  cognizant  Federal  agencies  as¬ 
signed  responsibility  for  negotlatlcHi,  ap¬ 
proval  and  audit  of  central  support  service 
cost  allocation  plans  at  the  local  govern¬ 
ment  level  is  being  developed.  Changes  which 
may  be  required  from  time  to  time  in  agency 
assignments  will  be  arranged  by  the  Depart¬ 
ment  of  Health,  Education,  and  Welfare  in 
collaboration  with  the  other  Interested 
agencies,  and  submitted  to  the  Office  of 
Management  and  Budget  for  final  approval. 
A  current  list  of  agency  assignments  will  be 
maintained  by  the  Department  of  Health, 
Education,  and  Welfare. 

c.  At  the  grantee  department  level  of  lo¬ 
cal  governments,  the  Federal  agency  with 
the  predominant  Interest  in  the  work  of  the 
grantee  department  will  be  responsible  for 
necessary  negotiation,  approval  and  audit  of 
the  indirect  cost  proposal. 

6.  Resolution  of  problems.  To  the  extent 
that  problems  are  encountered  among  the 
Federal  agencies  in  connection  with  4.  and  5. 
above,  the  Office  of  Management  and  Budget 
will  lend  assistance  as  required. 

Part  II — Standards  for  Selected  Items  of 
Cost 

a.  purpose  and  applicability 

1.  Objective.  This  part  provides  standards 
for  determining  the  allowability  of  selected 
items  of  cost. 

2.  Application.  These  standards  will  apply 
Irrespective  of  whether  a  particular  item  of 
cost  is  treated  as  direct  or  indirect  cost.  Fall- 
tire  to  mention  a  particular  item  of  cost  in 
the  standards  is  not  intended  to  imply  that  it 
is  either  allowable  or  unallowable,  rather  de¬ 
termination  of  allowability  in  each  case 
should  be  based  on  the  treatment  of  stand¬ 
ards  provided  for  similar  or  related  items  of 
cost.  The  allowability  of  the  selected  items  of 
cost  is  subject  to  the  general  policies  and 
principles  stated  in  Part  I  of  this  appendix. 

B.  ALLOWABLE  COSTS 

1.  Accounting.  The  cost  of  establishing  and 
maintaining  accounting  and  other  informa¬ 
tion  systems  required  for  the  management  of 
grant  programs  is  allowable.  This  includes 
cost  incurred  by  central  service  agencies  for 
these  purposes.  The  cost  of  maintaining  cen¬ 
tral  accounting  records  required  for  overall 
State  or  local  government  purposes,  such  as 
appropriation  and  fund  accounts  by  the 
Treasurer,  Comptroller,  or  similar  officials.  Is 
considered  to  be  a  general  expense  of  gov¬ 
ernment  and  is  not  allowable. 

2.  Advertising.  Advertising  media  includes 
newspapers,  magazines,  radio,  and  television 
programs,  direct  mall,  trade  papers,  and  the 
like.  The  advertising  costs  allowable  are  those 
which  are  solely  for: 

a.  Recruitment  of  personnel  required  for 
the  grant  program. 

b.  Solicitation  of  bids  for  the  procurement 
of  goods  and  services  required. 

c.  Disposal  of  scrap  or  surplus  materials  ac¬ 
quired  in  the  performance  of  the  grant  agree¬ 
ment. 

d.  Other  purposes  ^lecifically  provided  for 
in  the  grant  agreement. 

3.  Advisory  councils.  Costs  incurred  by 
State  advisory  councils  or  committees  estab¬ 
lished  pursuant  to  Federal  requirements  to 
carry  out  grant  programs  are  allowable.  The 
cost  of  like  organizations  is  allowable  when 
provided  for  in  the  grant  agreement. 

4.  Audit  service.  The  cost  of  audits  neces¬ 
sary  for  the  administration  and  management 
of  functions  related  to  grant  programs  is 
allowable. 


5.  Bonding.  Costs  of  premiums  on  bonds 
covering  employees  who  handle  grantee 
agency  funds  are  allowable. 

6.  Budgeting.  Costs  Incurred  for  the  de¬ 
velopment,  preparation,  presentation,  and 
execution  of  budgets  are  allowable.  Costs  for 
services  of  a  central  budget  office  are  gen¬ 
erally  not  allowable  since  these  are  costs  of 
general  government.  However,  where  em¬ 
ployees  of  the  central  budget  office  actively 
participate  in  the  grantee  agency's  budget 
process,  the  cost  of  identifiable  services  is 
allowable. 

7.  Building  lease  management.  The  admin¬ 
istrative  cost  for  lease  management  which 
includes  review  of  lease  proposals,  mainten¬ 
ance  of  a  list  of  available  property  for  lease, 
and  related  activities  is  allowable. 

8.  Central  stores.  The  cost  of  maintaining 
and  operating  a  central  stores  organization 
for  supplies,  equipment,  and  materials  used 
either  directly  or  indirectly  for  grant  pro¬ 
grams  is  allowable. 

9.  Communications.  Communication  costs 
Incurred  for  telephone  calls  or  service,  tele¬ 
graph,  teletype  service,  wide  area  telephone 
service  (WATS),  centrex,  telpak  (tie  lines), 
postage,  messenger  service  and  similar  ex¬ 
penses  are  allowable. 

10.  Compensation  for  personal  services — a. 
General.  Compensation  for  personal  services 
includes  all  remuneration,  paid  currently  or 
accrued,  for  services  rendered  during  the 
period  of  performance  under  the  grant  agree¬ 
ment,  including  but  not  necessarily  limited 
to  wages,  salaries,  and  supplementary  com¬ 
pensation  and  benefits  (section  B.13.).  The 
costs  of  such  ccxnpensatlon  are  allowable  to 
the  extent  that  total  compensation  for  in¬ 
dividual  employees:  (1)  is  reasonable  for  the 
services  rendered,  (2)  follows  an  appoint¬ 
ment  made  in  accordance  with  State  or  local 
government  laws  and  rules  and  which  meets 
Federal  merit  system  or  other  requirements, 
where  applicable,  and  (3)  is  determined  and 
supported  as  provided  in  b.  below.  Compensa¬ 
tion  for  employees  engaged  in  federally  as¬ 
sisted  activities  will  be  considered  reasonable 
to  the  extent  that  it  is  consistent  with  that 
paid  for  similar  work  in  other  activities  of 
the  State  or  local  government.  In  cases  where 
the  kinds  of  employees  required  for  the  fed¬ 
erally  assisted  activities  are  not  found  in  the 
other  activities  of  the  State  or  local  govern¬ 
ment,  compensation  will  be  considered  rea¬ 
sonable  to  the  extent  that  it  is  comparable 
to  that  paid  for  similar  work  in  the  labor 
market  in  which  the  employing  government 
competes  for  the  kind  of  employees  Involved. 
Compensation  surveys  providing  data  repre¬ 
sentative  of  the  labor  market  involved  will  be 
an  acceptable  basis  for  evaluating  reason¬ 
ableness. 

b.  Payroll  and  distribution  of  time. 
Amounts  charged  to  grant  programs  for  per¬ 
sonal  services,  regardless  of  whether  treated 
as  direct  or  indirect  costs,  will  be  based 
on  pa3nx>lls  documented  and  approved  in  ac¬ 
cordance  with  generally  accepted  practice 
of  the  State  or  local  agency.  Payrolls  must  be 
supported  by  time  and  attendance  or  equiv¬ 
alent  records  for  individual  employees. 
Salaries  and  wages  of  employees  chargeable 
to  more  than  one  grant  program  or  other 
cost  objective  will  be  supported  by  appropri¬ 
ate  time  distribution  records.  The  method 
used  should  produce  an  equitable  distribu¬ 
tion  of  time  and  effort. 

11.  Depreciation  and  use  allowances,  a. 
Grantees  may  be  compensated  for  the  use 
of  buildings,  capital  Improvements,  and 
equipment  through  use  allowances  or  depre¬ 
ciation.  Use  allowances  are  the  means  of  pro¬ 
viding  compensation  in  lieu  of  depreciation 
or  other  equivalent  costs.  However,  a  com¬ 
bination  of  the  two  methods  may  not  be 
used  in  connection  with  a  single  class  of 
fixed  assets. 
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b.  The  computation  of  depreciation  or  use 
allowance  will  be  based  on  acquisition  cost. 
Where  actxial  coat  records  have  not  been 
maintained,  a  reasonable  estimate  of  the 
original  acquisition  cost  may  be  used  in  the 
computation.  The  computation  will  exclude 
the  cost  or  any  portion  of  the  cost  of  build¬ 
ings  and  equipment  donated  or  borne  di¬ 
rectly  or  indirectly  by  the  Federal  Govern¬ 
ment  through  charges  to  Federal  grant  pro¬ 
grams  or  otherwise,  irrespective  of  where 
title  was  originally  vested  or  where  it  pres¬ 
ently  resides.  In  addition,  the  computation 
will  also  exclude  the  cost  of  land.  Deprecia¬ 
tion  or  a  use  allowance  on  idle  or  excess  fa¬ 
cilities  is  not  allowable,  except  when  specif¬ 
ically  authorized  by  the  grantor  Federal 
agency. 

e.  Where  the  depreciation  method  is  fol¬ 
lowed,  adequate  property  records  m\ist  be 
maintained,  and  any  generally  accepted 
method  of  computing  depreciation  may  be 
used.  However,  the  method  of  computing 
depreciation  must  be  consistently  applied 
for  any  specific  asset  or  class  of  assets  for  all 
affected  federally  sponsored  programs  and 
must  result  in  equitable  charges  considering 
the  extent  of  the  use  of  the  assets  for  the 
benefit  of  such  programs. 

d.  In  lieu  of  depreciation,  a  use  allowance 
for  buildings  and  improvements  may  be 
computed  at  an  annual  rate  not  exceeding 
2  percent  of  acquisition  cost.  The  use  allow¬ 
ance  for  equipment  (excluding  items  prop¬ 
erly  capitalized  as  building  cost)  will  be 
computed  at  an  annual  rate  not  exceeding 
6%  percent  of  acquisition  cost  of  usable 
equipment. 

e.  No  depreciation  or  use  charge  may  be 
allowed  on  any  assets  that  would  be  consid¬ 
ered  as  fully  depreciated:  provided,  how¬ 
ever,  That  reasonable  use  charges  may  be 
negotiated  for  any  such  assets  if  warranted 
after  taking  into  consideration  the  cost  of 
the  facility  or  item  involved,  the  estimated 
usefiil  life  remaining  at  time  of  negotiation, 
the  effect  of  any  Increased  maintenance 
charges  or  decreased  efficiency  due  to  age, 
and  any  other  factors  pertinent  to  the  utili¬ 
zation  of  the  facility  or  item  for  the  pur¬ 
pose  contemplated. 

12.  Disbursing  service.  The  cost  of  dis¬ 
bursing  grant  program  funds  by  the  Treas- 
iirer  or  other  designated  officer  is  allowable. 
Disbursing  services  cover  the  processing  of 
checks  or  warrants,  from  preparation  to  re¬ 
demption,  including  the  necessary  record^  of 
accountability  and  reconciliation  of  such 
records  with  related  cash  accounts. 

13.  Employee  fringe  benefits.  Costs  iden¬ 
tified  under  a.  and  b.  below  are  allowable  to 
the  extent  that  total  compensation  for  em¬ 
ployees  is  reasonable  as  defined  in  section 
B.IO. 

a.  Employee  benefits  in  the  form  of  regu¬ 
lar  compensation  paid  to  employees  during 
periods  of  authorized  absences  from  the  Job, 
such  as  for  annual  leave,  sick  leave,  court 
leave,  military  leave,  and  the  like,  if  they 
are:  (1)  provided  pursuant  to  an  approved 
leave  system,  and  (2)  the  cost  thereof  is 
equitably  allocated  to  all  related  activities, 
including  grant  programs. 

b.  Employee  benefits  in  the  form  of  em¬ 
ployers’  contribution  or  expenses  for  social 
security,  employees’  life  and  health  insiur- 
ance  plans,  unemployment  insurance  cov¬ 
erage,  workmen’s  compensation  insurance, 
pension  plans,  severance  pay,  and  the  like, 
provided  such  benefits  are  granted  under  ap¬ 
proved  plans  and  are  distributed  equitably 
to  grant  programs  and  to  other  activities. 

14.  Employee  morale,  health,  and  welfare 
costs.  The  costs  of  health  or  first-aid  clinics 
and/or  infirmaries,  recreational  facilities, 
employees’  counseling  services,  employee  in¬ 
formation  publications,  and  any  related  ex¬ 
penses  incurred  in  accordance  with  general 
State  or  local  policy  are  allowable.  Income 


generated  from  any  of  these  activities  will 
be  offset  against  expenses. 

15.  Exhibits.  Costs  of  exhibits  relating  spe¬ 
cifically  to  the  grant  programs  are  allowable. 

16.  Legal  expenses.  ’The  cost  of  legal  ex¬ 
penses  required  in  the  administration  of 
grant  programs  is  allowable.  Legal  services 
furnished  by  the  chief  legal  officer  of  a  State 
or  local  government  or  his  staff  solely  for 
the  purpose  of  dlschsu'ging  his  general  re¬ 
sponsibilities  as  legal  officer  are  imallowable. 
Legal  expenses  for  the  prosecution  of  claims 
against  the  Federal  Government  are  unal¬ 
lowable. 

17.  Maintenance  and  repair.  Costs  incurred 
for  necessary  maintenance,  repair,  or  upkeep 
of  property  which  neither  add  to  the  perma¬ 
nent  value  of  the  property  nor  appreciably 
prolong  its  intended  life,  but  keep  it  Ir-  an 
efficient  curating  condition,  are  allowable. 

18.  Materials  and  supplies.  The  cost  of  ma¬ 
terials  and  supplies  necessary  to  carry  out 
the  grant  pro^ams  is  allowable.  Purchases 
made  specifically  for  the  grant  program 
shotild  be  charged  thereto  at  their  actual 
prices  after  deducting  all  cash  discounts, 
trade  discounts,  rebates,  and  allowances  re¬ 
ceived  by  the  grantee.  Withdrawals  from 
general  stores  or  stockrooms  should  be 
charged  at  cost  under  any  recognized  method 
of  pricing  consistently  applied.  Incoming 
transportation  charges  are  a  proper  part  of 
material  cost.  / 

19.  Membership.^,  subscriptions  and  profes¬ 
sional  activities— a.  Memberships.  The  cost 
of  membership  in  civic,  business,  technical 
and  professional  organizations  is  allowable 
provided:  (1)  the  benefit  from  the  member¬ 
ship  is  related  to  the  grant  program,  (2)  the 
expenditure  is  fo**'  agency  membership,  (3) 
the  cost  of  the'  membership  is  reasonably 
related  to  the  value  of  the  services  or  bene¬ 
fits  received,  and  (4)  the  expenditure  Is  not 
for  membership  in  an  organization  which 
devotes  a  substantial  part  of  its  activities  to 
Infiuencing  legislation. 

b.  Reference  material.  The  cost  of  books 
and  subscriptions  to  civic,  business,  profes¬ 
sional,  and  technical  periodicals  is  allowable 
when  related  to  the  grant  program. 

c.  Meetings  and  conferences.  Costs  are  al¬ 
lowable  when  the  primary  purpose  of  the 
meeting  is  the  dissemination  of  technical  in¬ 
formation  relating  to  the  grant  program  and 
they  are  consistent  with  regular  practice 
followed  for  other  activities  of  the  grantee. 

20.  Motor  pools.  ’The  costs  of  a  service  or¬ 
ganization  which  provides  automobiles  to 
user  grantee  agencies  at  a  mileage  or  fixed 
rate  and/or  provides  vehicle  maintenance. 
Inspection  and  repair  services  are  allowable. 

21.  Payroll  preparation.  The  cost  of  pre¬ 
paring  payrolls  and  maintaining  necessary 
related  wage  records  is  allowable. 

22.  Personnel  administration.  Costs  for  the 
recruitment,  examination,  certification,  clas¬ 
sification,  training,  establishment  of  pay 
standards,  and  related  activities  for  grant 
programs,  are  allowable. 

23.  Printing  and  reproduction.  Costs  for 
printing  and  reproduction  services  necessary 
for  grant  administration.  Including  but  not 
limited  to  forms,  reports,  manuals,  and  in¬ 
formational  literature,  are  allowable.  Publi¬ 
cation  costs  of  reports  or  other  media  relat¬ 
ing  to  grant  program  accomplishments  or 
results  are  allowable  when  provided  for  in 
the  grant  agreement. 

24.  Procurement  service.  The  cost  of  pro¬ 
curement  service,  including  solicitation  of 
bids,  preparation  and  award  of  contracts, 
and  all  phases  of  contract  administration  in 
providing  goods,  facilities  and  services  for 
grant  programs,  is  allowable. 

25.  Taxes.  In  general,  taxes  or  payments  in 
lieu  of  taxes  which  the  grantee  agency  is 
legally  required  to  pay  are  allowable. 

26.  Training  and  education.  The  cost  of 
in-service  training,  customarily  provided  for 


employee  development  which  directly  or  in¬ 
directly  benefits  grant  programs,  is  allowable. 
Out-of-service  training  involving  extended 
periods  of  time  is  allowable  only  when  specif¬ 
ically  authorized  by  the  grantor  agency. 

27.  Transportation.  Costs  Incurred  for 
freight,  cartage,  express,  postage,  and  other 
transportation  costs  relating  either  to  goods 
purchased,  delivered,  or  moved  from  one  lo¬ 
cation  to  another,  are  allowable. 

28.  Travel.  Travel  costs  are  allowable  for 
expenses  for  transportation,  lodging,  subsis¬ 
tence,  and  related  items  Incurred  by  em¬ 
ployees  who  are  in  travel  status  on  official 
business  incident  to  a  grant  program.  Such 
costs  may  be  charged  on  an  actual  basis,  on 
a  per  diem  or  mileage  basis  in  lieu  of  actual 
costs  Inciured,  or  on  a  combination  of  the 
two.  provided  the  method  used  is  applied 
to  an  entire  trip,  and  results  in  charges 
consistent  with  those  normally  allowed  in 
like  circumstances  in  nonfederally  sponsored 
activities.  The  difference  in  cost  between 
first-class  air  acc(»nmodatlons  and  less-than- 
first-class  air  accommodations  is  unallow¬ 
able  except  when  less-than-first-class  air  ac¬ 
commodations  are  not  reasonably  available. 

C.  COSTS  ALLOWABLE  WITH  APPROVAL  OF 
CKANTOB  AGENCT 

1.  Automatic  data  processing.  ’The  cost  of 
data  processing  services  to  grant  programs 
is  allowable.  ’This  cost  may  Include  rental  of 
equipment  or  depreciation  on  grantee -owned 
equipment.  ’The  acquisition  of  equipment, 
whether  by  outright  pmehase,  rental-pur¬ 
chase  agreement  or  other  method  of  pur¬ 
chase,  is  allowable  only  upon  specific  prior 
iqiproval  of  the  grantor  Federal  agency  as 
provided  under  the  selected  item  for  capital 
expenditures. 

2.  Building  space  and  related  facilities. 
The  cost  of  space  in  privately  or  publicly 
owned  buildings  used  for  the  benefit  of  the 
grant  program  is  allowable  subject  to  the 
conditions  stated  below.  *1116  total  cost  of 
space,  whether  in  a  privately  or  publicly 
owned  building,  may  not  exceed  the  rental 
cost  of  comparable  space  and  facilities  in  a 
privately  owned  building  in  the  same  locality. 
’The  cost  of  space  procured  for  grant  pro¬ 
gram  usage  may  not  be  charged  to  the  pro¬ 
gram  for  periods  of  nonoccupancy,  without 
authorization  of  the  grantor  Federal  agency. 

a.  Rental  cost.  ’The  rental  cost  of  space  in 
a  privately  owned  building  is  allowable. 

b.  Maintenance  and  operation.  The  costs  of 
utilities.  Insurance,  security,  janitorial  serv¬ 
ices,  elevator  service,  upkeep  of  grounds, 
normal  repairs,  and  alterations  and  the  like, 
are  allowable  to  the  extent  they  are  not 
otherwise  included  in  rental  or  other  charges 
for  space. 

c.  Rearrangements  and  alterations.  Cost 
incurred  for  rearrangement  and  alteration  of 
facilities  required  specifically  for  the  grant 
program  or  those  that  materially  increase  the 
value  or  useful  life  of  the  facilities  (section 
C.3.)  are  allowable  when  specifically  approved 
by  the  grantor  agency. 

d.  Depreciation  and  use  allowances  on  pub¬ 
licly  owned  buildings.  These  costs  are  allow¬ 
able  as  provided  in  section  B.ll. 

e.  Occupancy  of  space  under  rental-pur¬ 
chase  or  a  lease  with  option-to-purchase 
agreement.  ’The  cost  of  space  procured  under 
such  arrangements  is  allowable  when  spe¬ 
cifically  approved  by  the  Federal  grantor 
agency. 

3.  Capital  expenditures.  ’The  cost  of  facili¬ 
ties,  equipment,  other  capital  assets,  and  re¬ 
pairs  which  materially  Increase  the  value  or 
useful  life  of  capital  assets  is  allowable  when 
such  procurement  is  specifically  approved  by 
the  Federal  grantor  agency.  When  assets  ac¬ 
quired  with  Federal  grant  funds  are  (a)  sold, 
(b)  no  longer  available  for  use  in  a  federally 
sponsored  program,  or  (c)  used  for  pur¬ 
poses  not  authorized  by  the  grantor  agency. 
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the  Federal  grantor  agency’s  equity  In  the 
asset  will  be  refunded  in  the  sanae  propor¬ 
tion  as  Federal  participation  in  its  coat.  In 
case  any  assets  are  traded  on  new  items,  only 
the  net  cost  of  the  newly  acquired  assets  is 
allowable. 

4.  Insurance  and  indemnification,  a.  Cost 
of  Insurance  required,  or  approved  and  main¬ 
tained  pursuant  to  the  grant  agreement,  is 
allowable. 

b.  Cost  of  other  insurance  in  connection 
with  the  general  conduct  of  activities  is  al¬ 
lowable  subject  to  the  following  limitations: 

( 1 )  Types  and  extent  and  cost  of  coverage 
will  be  in  accordance  with  general  State  or 
local  government  policy  and  sound  business 
practice. 

(2)  Costs  of  insurance  cm*  of  contributions 
to  any  reserve  covering  the  risk  of  loss  of, 
or  damage  to.  Federal  Government  property 
are  unallowable  except  to  the  extent  that  the 
grantor  agency  has  specifically  required  or 
approved  such  costs. 

c.  Contributions  to  a  reserve  for  a  self- 
insurance  program  approved  by  the  Federal 
grantor  agency  are  allowable  to  the  extent 
that  the  type  of  coverage,  extent  of  coverage, 
and  the  rates  and  premiums  would  have  been 
allowed  had  insurance  been  purchased  to 
cover  the  risks. 

d.  Actual  losses  which  could  have  been 
covered  by  permissible  insurance  (through 
an  approved  self-insurance  program  or  other¬ 
wise)  are  unallowable  tmless  expressly  pro¬ 
vided  for  in  the  grant  agreement.  However, 
costs  incurred  because  of  losses  not  covered 
under  nominal  deductible  insurance  cover¬ 
age  provided  in  keeping  with  sound  manage¬ 
ment  practice,  and  mincM*  losses  not  covered 
by  Insurance,  such  as  spoilage,  breakage  and 
disappearance  of  small  hand  tools  which 
occur  in  the  CMdinary  course  of  operations, 
are  allowable. 

e.  Indemnification  includes  securing  the 
grantee  against  liabilities  to  third  persons 
and  other  losses  not  compensated  by  Insur¬ 
ance  or  otherwise.  The  Government  is  obli¬ 
gated  to  indemnify  the  grantee  only  to  the 
extent  expressly  provided  for  in  the  grant 
agreement,  except  as  provided  in  d,  above. 

5.  Management  studies.  The  cost  of  man¬ 
agement  studies  to  improve  the  effective¬ 
ness  and  efficiency  of  grant  management  for 
ongoing  programs  is  allowable  except  that  the 
cost  of  studies  performed  by  agencies  other 
than  the  grantee  department  or  outside  con¬ 
sultants  is  allowable  only  when  authorized 
by  the  Federal  grantor  agency. 

6.  Preagreement  costs.  Costs  Incurred  prior 
to  the  effective  date  of  the  grant  or  contract, 
whether  or  not  they  would  have  been  allow¬ 
able  thereunder  if  Incurred  after  such  date, 
are  allowable  when  specifically  provided  for 
In  the  grant  agreement. 

7.  Professional  services.  Cost  of  professicmal 
services  rendered  by  individuals  or  organiza¬ 
tions  not  a  part  of  the  grantee  department 
is  allowable  subject  to  such  prior  authoriza¬ 
tion  as  may  be  required  by  the  Federal 
grantor  agency. 

8.  Proposal  costs.  Costs  of  preparing  pro¬ 
posals  on  potential  Federal  Government 
grant  agreements  are  allowable  when  sf>ectfi- 
cally  provided  for  in  the  grant  agreement. 

D.  UNALLOWABLE  COSTS 

1.  Bad  debts.  Any  losses  arising  from  un¬ 
collectible  accounts  and  other  claims,  and 
related  costs,  are  unallowable. 

2.  Contingencies.  Contributions  to  a  con¬ 
tingency  reserve  or  any  similar  provision  tor 
unforeseen  events  are  unallowable. 

3.  Contributions  and  donations.  Unallow¬ 
able. 

4.  Entertainment.  Costs  of  amvisements, 
social  activities,  and  Incidental  costs  relat¬ 
ing  thereto,  suCh  as  meals,  beverages,  lodg¬ 
ings,  rentals,  transportation,  and  gratuities, 
are  unallowable. 
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5.  Fines  and  penalties.  Costs  resulting  from 
violations  of,  or  failure  to  comply  with.  Fed¬ 
eral,  State,  and  local  laws  and  regulations 
are  unallowable. 

6.  Governor’s  expenses.  Ihe  salaries  and 
expenses  of  the  office  of  the  Governor  of  a 
State  or  the  chief  executive  of  a  political 
subdivision  are  considered  a  cost  of  general 
State  or  local  government  and  are  \mallow- 
able. 

7.  Interest  and  other  financial  costs.  Inter¬ 
est  on  borrowings  (however  represented), 
bond  discounts,  coat  of  financing  and  re¬ 
financing  operations,  and  legal  and  profes¬ 
sional  fees  paid  in  connection  therewith,  are 
imallowable  except  when  authorized  by  Fed¬ 
eral  legislation. 

8.  Legislative  expenses.  Salaries  and  other 
expenses  of  the  State  legislature  or  similar 
local  governmental  bodies  such  as  county 
supervisors,  city  councils,  school  boards,  etc., 
whether  incurred  for  purposes  of  legislation 
or  executive  direction,  are  unallowable. 

9.  Underrecoverg  of  costs  under  grant 
agreements.  Any  excess  of  cost  over  the  Fed¬ 
eral  contribution  under  one  grant  agree¬ 
ment  is  unallowable  xinder  other  grant 
agreements. 

Appendix  D 

PART  I — PRINCIPLES  FOR  nXTERMININO  COSTS 
APPLICABLE  TO  RESEARCH  AND  DEVELOPMENT 
UNDER  GRANTS  AND  CONTRACTS  WITH  EDU¬ 
CATIONAL  INSTITUnOMS 

A.  PURPOSE  AND  SCOPE 

1.  Objectives.  This  appendix  provides  prin¬ 
ciples  for  determining  the  costs  applicable 
to  research  and  development  work  per¬ 
formed  by  educational  institutions  under 
grants  from  and  contracts  with  the  Federal 
Government.  These  principles  are  confined 
to  the  subject  of  cost  determination  and 
make  no  attempt  to  identify  the  circum¬ 
stances  or  dictate  the  extent  of  agency  and 
Institutional  participation  in  the  financing 
of  a  particular  research  or  development 
project.  The  principles  are  designed  to  pro¬ 
vide  recognition  of  the  full  aUocated  costs 
of  such  research  work  under  generally  ac¬ 
cepted  accoimtlng  principles.  No  provision 
for  profit  or  other  increment  above  cost  is 
intended. 

2.  Policy  guides.  The  successful  applica¬ 
tion  of  these  principles  requires  devtiop- 
xnent  of  mutual  understanding  between 
representatives  of  universities  and  of  the 
Federal  Government  as  to  their  scope,  imple¬ 
mentation,  and  Interpretation.  It  is  recog¬ 
nized  that — 

a.  The  arrangements  for  agency  and  Insti¬ 
tutional  participation  in  the  financing  of 
a  research  and  development  project  are 
properly  subject  to  negotiation  between  the 
agency  and  the  institution  concerned  in 
accordance  with  such  Government-wide  cri¬ 
teria  as  may  be  applicable. 

b.  EUich  college  and  university,  possessing 
its  own  unique  combination  of  staff,  facili¬ 
ties.  and  experience,  should  be  encouraged 
to  conduct  research  in  a  manner  consonant 
with  its  own  academic  philosophies  and  in¬ 
stitutional  objectives. 

c.  Each  institution,  in  the  fulfillment  of 
Its  obligations,  should  employ  sound  man¬ 
agement  practices. 

d.  The  application  of  the  principles  es¬ 
tablished  herein  should  require  no  significant 
changes  in  the  generally  accepted  account¬ 
ing  practices  of  colleges  mid  imlversltles  and 
standards  herein  provided  on  a  consistent 
basis.  Where  wide  variations  exist  In  the 
treatment  of  a  given  cost  item  among  In¬ 
stitutions,  the  reasonableness  wid  equitable¬ 
ness  of  such  treatments  will  be  fully  con¬ 
sidered  during  the  rate  negotiations  and 
audit. 

3.  Application.  The  Department  of  Health, 
Education,  and  Welfare,  will  apply  these 


principles  and  related  policy  guides  in 
determining  the  costs  incurred  for  such  work 
under  any  type  of  research  and  development 
agreement.  These  principles  should  also  be 
used  as  a  guide  in  the  pricing  of  fixed-price 
contracts  or  lump  sum  agreements. 

B.  DEFINITION  OF  TERMS 

1.  Organised  research  means  all  research 
activities  of  an  institution  that  are  separately 
budgeted  and  accoimted  lor. 

2.  Departmental  research  means  research 
activities  that  are  not  separately  budgeted 
and  accounted  tor.  Such  research  work,  which 
Includes  all  research  activities  not  encom¬ 
passed  under  the  term  “organized  research,” 
Is  regarded  for  purposes  of  this  document  as 
a  part  of  the  instructional  activities  of  the 
institution. 

3.  Research  agreement  means  any  valid 
arrangement  to  perform  federally  sponsored 
research,  including  grants,  ooet-reimburse- 
ment  type  contracts,  cost-reimbursement 
type  subcontracts,  and  fixed-price  contracts 
and  subcontracts  for  research. 

4.  Other  institutional  activities  means  all 
organized  activities  of  an  Institution  not  di¬ 
rectly  related  to  the  Instruction  and  research 
functions,  such  as  residence  halls,  dining 
halls,  student  hospitals,  student  unions.  In¬ 
tercollegiate  athtetlcs,  bookstores,  faculty 
housing,  student  apartments,  guest  bouses, 
chapels,  theaters,  public  museums,  and  other 
similar  actlvittes  or  auxiliary  enterprises.  Also 
Included  under  this  definition  Is  any  other 
category  of  cost  treated  as  “unallowable," 
provided  such  category  of  cost  Identifies  a 
function  or  activity  to  which  a  portion  of  the 
Institution’s  indirect  costs  (as  defined  In  sec¬ 
tion  E.l.)  are  properly  allocable. 

5.  Apportionment  means  the  process  by 
which  the  indirect  coats  of  the  institution  are 
assigned  as  between  (a)  Instruction  and  re¬ 
search,  and  (b)  other  InstitutloDal  activities. 

8.  Allocation  means  the  process  by  which 
the  Indirect  costs  apportioned  to  Insrtnictlon 
and  research  are  assigned  as  between  (a)  or¬ 
ganized  research,  and  (b)  Instruction,  In¬ 
cluding  departmental  research. 

7.  Stipulated  salary  support  Is  a  fixed  or  a 
stated  dollar  amount  of  the  salary  of  profes¬ 
sorial  or  other  professional  staff  Involved  In 
the  conduct  of  research  which  a  Govrariment 
agency  agrees  In  advance  to  reimburse  an 
educational  Institution  as  a  part  of  spon¬ 
sored  research  costs. 

8.  Federal  agency  or  sponsoring  agency 
means  the  Department  of  Health,  Education, 
and  Welfare. 

C.  BASIC  CONSIDERATIONS 

1.  Composition  of  total  costs.  The  cost  of 
a  research  agreement  is  comprised  of  the 
allowable  direct  costs  incident  to  Its  per¬ 
formance,  plus  the  allocable  portion  of  the 
allowable  Indirect  costs  of  the  institution, 
less  applicable  credits  as  described  In  section 
C.5. 

2.  Factors  affecting  alloreability  of  cruts. 
The  tests  of  allowability  of  costs  under  these 
principles  are:  (a)  they  must  be  reasonable; 
(b)  they  must  be  allocable  to  research  agree¬ 
ments  under  the  standards  and  me^iodB  pro¬ 
vided  herein;  (c)  they  must  be  accorded  con¬ 
sistent  treatment  through  application  of 
those  generally  accepted  accounting  prin¬ 
ciples  appropriate  to  the  circumstances;  and 
(d)  they  must  conform  to  any  limitations  or 
exclusions  set  forth  in  these  principles  or  in 
the  research  agreement  as  to  types  or 
amounts  of  cost  items. 

3.  Reasonable  costs.  A  cost  may  be  con¬ 
sidered  reasonable  if  the  nature  of  the  goods 
or  services  acquired  or  applied,  and  the 
amount  involved  therefor,  reflect  the  action 
that  a  prudent  person  would  have  taken 
under  the  circumstances  prevailing  at  the 
time  the  decision  to  incur  the  cost  was  made. 
Major  considerations  involved  in  the  deter¬ 
mination  of  the  reasonableness  of  a  cost  are: 


FEDERAL  REGISTER,  VOL  38,  NO.  181 — WEDNESDAY,  SEPTEMBER  19,  1973 


RULES  AND  REGULATIONS 


26293 


(a)  whether  or  not  the  cost  Is  of  a  type 
generally  recognized  as  necessary  for  the 
operation  of  the  Institution  or  the  perform¬ 
ance  of  the  research  agreement;  (b)  the 
restraints  or  requirements  Imposed  by  such 
factors  as  arm’s-length  bargaining.  Federal 
and  State  laws  and  regulations,  and  re¬ 
search  agreement  terms  and  conditions;  (c) 
whether  or  not  the  Individuals  concerned 
acted  with  due  prudence  In  the  circum¬ 
stances,  considering  their  responsibilities  to 
the  Institution,  Its  employees.  Its  students, 
the  Government,  and  the  public  at  large;  and 
(d)  the  extent  to  which  the  actions  taken 
with  respect  to  the  Incurrence  of  the  cost 
are  consistent  with  established  Instltutlcnal 
policies  and  practices  applicable  to  the  work 
of  the  Institution  generally.  Including  Gov¬ 
ernment  research.  .  / 

4.  Allocable  costs,  a.  A  cost  Is  alloc»«le  to 
a  particular  cost  objective  (l.e.,  a  ^ecldc 
function,  project,  research  agreeme^it,  de¬ 
partment,  or  the  like)  If  the  goods  or  services 
Involved  are  chargeable  or  assignable  to  such 
cost  objective  In  accordance  with  relative 
benefits  received  or  other  equitable  rela¬ 
tionship.  Subject  to  the  foregoing,  a  cost 
Is  allocable  to  a  research  agreement  If  It  Is 
Incurred  solely  to  advance  the  work  under 
the  research  agreement;  or  It  benefits  both 
the  research  agreement  and  other  work  of 
the  Institution  In  proportions  that  can  be 
approximated  throxigh  use  of  reasonable 
methods;  or  It  Is  necessary  to  the  overall 
operation  of  the  Institution  and,  In  the  light 
of  the  standards  provided  In  this  appendix 
Is  deemed  to  be  assignable  In  part  to  or¬ 
ganized  research.  Where  the  purchase  of 
equipment  or  other  capital  Items  Is  specifi¬ 
cally  authorized  under  a  research  agree¬ 
ment,  the  amounts  thus  authorized  for  such 
purchases  are  allocable  to  the  research  agree¬ 
ment  regardless  of  the  use  that  may  subse¬ 
quently  be  made  of  the  equipment  or  other 
capital  Items  Involved. 

b.  Any  costs  allocable  to  a  particular  re¬ 
search  agreement  under  the  standards  pro¬ 
vided  In  this  appendix  may  not  be  shifted 
to  other  research  agreements  in  order  to 
meet  deficiencies  caused  by  overruns  or  other 
fund  considerations,  to  avoid  restrictions  im¬ 
posed  by  law  or  by  terms  of  the  research 
agreement;  or  for  other  reasons  of  con¬ 
venience. 

6.  Applicable  credits,  a.  The  term  appli¬ 
cable  credits  refers  to  those  receipt  or  nega¬ 
tive  expenditure  types  of  transactions  which 
operate  to  offset  or  reduce  expense  items 
that  are  allocable  to  research  agreements 
as  direct  or  indirect  costs.  Tirpical  examples 
of  such  transactions  are :  purchase  discounts, 
rebates,  or  allowances;  recoveries  or  Indemni¬ 
ties  on  losses;  sales  of  scrap  or  Incidental 
services;  and  adjustments  of  overpayments 
or  erroneous  charges. 

b.  In  some  Instances,  the  amounts  received 
from  the  Federal  Government  to  finance 
institutional  activities  or  service  operations 
should  be  treated  as  applicable  credits. 
Specifically,  the  concept  of  netting  such 
credit  Items  against  related  expenditures 
should  be  applied  by  the  institution  in  deter¬ 
mining  the  rates  or  amounts  to  be  charged 
to  Government  research  for  services  rendered 
whenever  the  facilities  or  other  resources 
used  in  providing  such  services  have  been 
financed  directly,  in  whole  or  In  part,  by 
Federal  funds.  (See  sections  F.6.,  J.lO.b.,  and 
J.37.  for  areas  of  potential  application  In 
the  matter  of  direct  Federal  financing.) 

6.  Costs  incurred  by  State  and  local  gov¬ 
ernments.  Costs  incurred  or  paid  by  State 
or  local  governments  In  behalf  of  educational 
Institutions  for  certain  personnel  benefit 
programs  such  as  pension  plans,  FICA,  and 
any  other  costs  specifically  disbursed  In 
behalf  of  and  In  direct  benefit  to  the  In¬ 
stitutions,  are  allowable  costs  of  such  In¬ 
stitutions  whether  or  not  these  costs  are 


recorded  In  the  accounting  records  of  such 
Institutions,  subject  to  the  following: 

a.  Such  costs  meet  the  requirements  of 
sections  C.l.  through  C.5. 

b.  Such  costs  are  properly  supported  by 
cost  allocation  plans  In  accordance  with 
Appendix  C  to  this  part. 

c.  Such  costs  are  not  otherwise  borne 
directly  or  Indirectly  by  the  Federal  Govern¬ 
ment. 

D.  DIRECT  COSTS 

1.  General.  Direct  costs  are  those  costs 
which  can  be  Identified  specifically  with  a 
particular  research  project,  an  Instructional 

..lilvlty  or  any  other  Institutional  activity  or 
which  can  be  directly  assigned  to  such  ac¬ 
tivities  relatively  easily  with  a  high  degree 
of  accuracy. 

2.  Application  to  research  agreements. 
Identifiable  benefit  to  the  research  work 
rather  than  the  nature  of  the  goods  and 
services  involved  is  the  determining  factor  in 
distinguishing  direct  from  indirect  costs  of 
research  agreements.  Typical  transactions 
chargeable  to  a  research  agreement  as  direct 
costs  are  the  compensation  of  employees  for 
performance  of  work  under  the  research 
agreement,  including  related  staff  benefit  and 
pension  plan  costs  to  the  extent  that  such 
items  are  consistently  treated  by  the  educa¬ 
tional  Institution  as  direct  rather  than  Indi¬ 
rect  costs;  the  costs  of  materials  consumed  or 
expended  In  the  performance  of  such  work; 
and  other  Items  of  expense  incurred  for  the 
research  agreement,  including  extraordinary 
utility  consumption.  The  cost  of  materials 
supplied  from  stock  or  services  rendered  by 
specialized  facilities  or  other  Institutional 
service  operations  may  be  Included  as  direct 
costs  of  research  agreements  provided  such 
items  are  consistently  treated  by  the  institu¬ 
tion  as  direct  rather  than  indirect  costs  and 
are  charged  under  a  recognized  method  of 
costing  or  pricing  designed  to  recover  only 
actual  costs  and  conforming  to  generally  ac¬ 
cepted  cost  accounting  practices  consistently 
followed  by  the  Institution. 

E.  mOTRECT  COSTS 

1.  General.  Indirect  costs  are  those  that 
have  been  Incurred  for  common  or  Joint  ob¬ 
jectives  and  therefore  cannot  be  identified 
specifically  with  a  particular  research  proj¬ 
ect,  an  Instructional  activity  or  any  other 
Institutional  activity.  At  educational  Institu¬ 
tions  such  costs  normally  are  classified  under 
the  following  functional  categories:  general 
administration  and  general  expenses;  re¬ 
search  administration  expenses;  operation 
and  maintenance  expenses;  library  expenses: 
and  departmental  administration  expenses. 

2.  Criteria  for  distribution — a.  Base  period. 
A  base  peri^  for  distribution  of  Indirect 
costs  Is  the  period  during  which  such  costs 
are  Incurred  and  accumulated  for  distribu¬ 
tion  to  work  performed  within  that  period. 
The  base  period  normally  should  coincide 
with  the  fiscal  year  established  by  the  in¬ 
stitution,  but  In  any  event  the  base  period 
should  be  so  selected  as  to  avoid  inequities 
In  the  distribution  of  costs. 

b.  Need  for  cost  groupings.  The  overall  ob¬ 
jective  of  the  allocation  and  apportionment 
process  Is  to  distribute  the  Indirect  costs  de¬ 
scribed  In  section  F  to  organized  research. 
Instruction,  and  other  activities  In  reasonable 
proportions  consistent  with  the  nature  and 
extent  of  the  use  of  the  Institution's  re¬ 
sources  by  research  personnel,  academic  staff, 
students,  and  other  personnel  or  organiza¬ 
tions.  In  order  to  achieve  this  objective,  it 
may  be  necessary  to  provide  for  selective  dis¬ 
tribution  by  establishing  separate  groupings 
of  cost  within  one  or  more  of  the  functional 
categories  of  Indirect  costs  referred  to  In 
section  E.l.  In  general,  the  cost  groupings 
established  within  a  functional  category 
should  constitute,  in  each  case,  a  pool  of 


those  items  of  expense  that  are  considered 
to  be  of  like  character  In  terms  of  their  rela¬ 
tive  contribution  to  (or  degree  of  remoteness 
from)  the  particular  cost  objectives  to  which 
distribution  Is  appropriate.  Cost  groupings 
should  be  established  considering  the  general 
guides  provided  In  c.  below.  Each  such  pool 
or  cost  grouping  should  then  be  distributed 
Individually  to  the  appertaining  cost  objec¬ 
tives,  using  the  distribution  base  or  method 
most  appropriate  In  the  light  of  the  guides 
set  out  In  d.  below. 

c.  General  considerations  on  cost  group¬ 
ings.  The  extent  to  which  separate  cost 
groupings  and  selective  distribution  would 
be  appropriate  at  an  Institution  Is  a  matter 
of  Judgment  to  be  determined  on  a  case-by¬ 
case  basis.  Typical  situations  which  may  war¬ 
rant  the  establishment  of  two  or  more 
separate  cost  groups  (based  on  account  clas¬ 
sification  or  analysis)  within  a  functional 
category  Include  but  are  not  limited  to  the 
following: 

(1)  Where  certain  items  or  categories  of 
expense  relate  solely  to  one  of  the  three 
major  divisions  of  the  Institution  (Instruc¬ 
tion,  organized  research  or  other  Institu¬ 
tional  activities)  or  to  any  two  but  not  the 
third,  such  expenses  should  be  set  aside  as 
a  separate  cost  grouping  for  direct  assign¬ 
ment  or  selective  distribution  In  accordance 
with  the  guides  provided  In  b.  above  and  d. 
below. 

(2)  Where  any  types  of  expense  ordinarily 
treated  as  general  administration  and  gen¬ 
eral  expenses  or  departmental  administration 
expenses  are  charged  to  research  agreements 
as  direct  costs,  the  similar  type  expenses 
applicable  to  other  activities  of  the  Insti¬ 
tution  must,  through  separate  cost  group¬ 
ings,  be  excluded  from  the  indirect  costs 
allocable  to  those  research  agreements  and 
Included  in  the  direct  cost  of  other  activi¬ 
ties  for  cost  allocation  purposes. 

(3)  Where  It  is  determined  that  certain 
expenses  are  for  the  support  of  a  service 
unit  or  facility  whose  output  Is  susceptible 
of  measurement  on  a  workload  or  other 
quantitative  basis,  such  expenses  should  be 
set  aside  as  a  separate  cost  grouping  for  dis¬ 
tribution  on  such  basis  to  organized  re¬ 
search  and  other  activities  at  the  Institution 
or  within  the  department. 

(4)  Where  organized  activities  (Including 
identifiable  segments  of  organized  research 
as  well  as  the  activities  cited  In  section 
B.4.)  provide  their  own  purchasing,  person¬ 
nel  administration,  building  maintenance  or 
similar  service,  the  distribution  of  general 
administration  and  general  expenses  or  oper¬ 
ation  and  maintenance  expenses  to  such  ac¬ 
tivities  should  be  accomplished  through  cost 
groupings  which  Include  only  that  portion 
of  central  indirect  costs  (such  as  for  overall 
management)  which  are  properly  allocable 
to  such  activities. 

(5)  Where  the  Institution  elects  to  treat 
as  Indirect  charges  the  cost  of  the  pension 
plan  and  other  staff  benefits,  such  costs 
should  be  set  aside  as  a  separate  cost  group¬ 
ing  for  selective  distribution  to  appertain¬ 
ing  cost  objectives.  Including  org;anized 
research. 

(6)  The  number  of  separate  cost  groupings 
within  a  functional  category  should  be  held 
within  practical  limits,  after  taking  into 
consideration  the  materiality  of  the  amounts 
involved  and  the  degree  of  precision  attain¬ 
able  through  less  selective  methods  of  distri¬ 
bution. 

d.  Selection  of  distribution  method.  (1) 
Actual  conditions  must  be  taken  Into  ac¬ 
count  in  selecting  the  method  or  base  to  be 
used  in  distributing  to  applicable  cost  ob¬ 
jectives  the  expenses  assembled  under  each 
of  the  individual  cost  groupings  established 
as  Indicated  under  b.  above.  Where  a  dis¬ 
tribution  can  be  made  by  assignment  of  a 
cost  grouping  directly  to  the  area  bene¬ 
fited,  the  distribution  should  be  made  In 


FEDERAL  REGISTER,  VOL.  38,  NO.  181 — WEDNESDAY,  SEPTEMBER  19,  19/3 


26294 


RULES  AND  REGULATIONS 


that  manner.  Where  the  expenses  under  a 
cost  grouping  are  more  general  In  nature, 
the  distribution  to  appertaining  cost  <rt)Jec- 
tives  should  be  made  through  use  of  a  se¬ 
lected  base  which  will  produce  results  that 
are  equitable  to  both  the  Government  and 
the  Institution.  In  general,  any  cost  ele¬ 
ment  or  cost-related  factor  associated  with 
the  institution’s  work  is  potentially  adapt¬ 
able  for  use  as  a  distribution  base  provided 
(a)  it  can  readily  be  expressed  in  terms  of 
dollars  or  other  quantitative  measure  (total 
direct  expenditures,  direct  salaries,  man¬ 
hours  applied,  square  feet  utilized,  hours  of 
usage,  number  of  documents  processed, 
population  served,  and  the  like);  and  (b)  It 
is  common  to  the  appertaining  cost  objectives 
during  the  base  period. 

(2)  Results  of  cost  analysis  studies  may 
be  used  when  they  result  in  more  accurate 
and  equitable  distribution  of  costs.  Such 
cost  analysis  studies  may  take  Into  consider¬ 
ation  weighting  factors,  population,  or  space 
occupied  if  they  produce  equitable  results. 
Cost  analysis  studies,  however,  should  (a) 
be  appropriately  documented  in  sufficient 
detail  for  subsequent  review  by  the  cognizant 
Federal  agency,  (b)  distribute  the  indirect 
costs  to  the  apperUdning  cost  objectives  in 
accord  with  the  relative  benehts  derived, 
(c)  be  conducted  to  fairly  reflect  the  true 
conditions  of  the  activity  and  to  cover  repre¬ 
sentative  transactions  for  a  reasonable 
period  of  time,  (d)  be  performed  speciflcally 
at  the  Institution  at  which  the  results  are  to 
be  used,  and  (e)  be  updated  periodically  and 
used  consistently.  Any  assumptions  made  in 
the  study  will  be  sufficiently  supported.  The 
use  of  cost  analysis  studies  and  periodic 
changes  in  the  method  of  cost  distribution 
must  be  fully  Justified. 

(3)  The  essential  consideration  in  selec¬ 
tion  of  the  distribution  base  in  each  instance 
is  that  it  be  the  one  best  suited  for  assigning 
the  pool  of  costs  to  appertaining  cost  objec¬ 
tives  in  accord  with  the  relative  benefits  de¬ 
rived;  the  traceable  cause  and  effect  relation¬ 
ship;  or  logic  and  reason,  where  neither  bene¬ 
fit  nor  cause  and  effect  relationship  Is  de¬ 
terminable. 

3.  Administration  of  limitations  on  allow¬ 
ances  for  research  costs.  Research  agreements 
may  be  subject  to  statutory  or  administrative 
policies  that  limit  the  allowance  of  research 
costs.  When  the  maximum  amount  allowable 
under  a  statutory  limitation  or  the  terms  of 
a  research  agreement  Is  less  than  the  amount 
otherwise  reimbursable  under  this  Appendix, 
the  amount  not  recoverable  under  that  re- 
se.TTCh  agreement  may  not  be  charged  to 
other  research  agreements. 

F.  IDENTIFICATION  AND  ASSIGNMENT  OF  INDIRECT 
COSTS 

1.  General  administration  and  general  ex¬ 
penses.  a.  The  expenses  under  this  heading 
are  those  that  have  been  incurred  for  the 
general  executive  and  administrative  offices 
of  educational  institutions  and  other  ex¬ 
penses  of  a  general  character  which  do  not 
relate  solely  to  any  major  division  of  the  in¬ 
stitution;  l.e.,  solely  to  (1)  instruction,  (2) 
organized  research,  or  (3)  other  institutional 
activities.  The  general  administration  and 
general  exp^ense  category  should  also  include 
the  staff  benefit  and  pension  plan  costs  ap¬ 
plicable  to  the  salaries  and  wages  Included 
therein,  an  appropriate  share  of  the  costs  of 
the  operation  and  maintenance  of  the  physi¬ 
cal  plant,  and  charges  representing  use  allow¬ 
ances  and/or  depreciation  applicable  to  the 
buildings  and  equipment  utilized  in  perform¬ 
ing  the  functions  represented  thereunder. 

b.  The  expenses  included  in  this  category 
may  be  apportioned  and  allocated  on  the 
basis  of  total  expenditures  exclusive  of  cap¬ 
ital  expenditures  in  situations  where  the  re¬ 
sults  of  the  distribution  made  on  this  basis 
are  deemed  to  be  equitable  both  to  the 


Government  and  the  Institution;  otherwise 
the  distribution  of  general  administration 
and  general  expenses  should  be  made  through 
use  of  selected  bases  i4>plied  to  separate  cost 
groupings  established  within  this  category  of 
expenses  in  accordance  with  the  guides  set 
out  in  section  E.2.d. 

2.  Research  administration  expenses,  a. 
The  expenses  under  this  heading  are  those 
that  have  been  incurred  by  a  separate  organ¬ 
ization  or  identifiable  administrative  unit 
established  solely  to  administer  the  research 
activity,  including  such  functions  as  contract 
administration,  security,  purchasing,  person¬ 
nel  administration,  and  editing  and  publish¬ 
ing  of  research  reports  They  include  the  sal¬ 
aries  and  expenses  of  the  head  of  such  re¬ 
search  organization,  his  assistants,  and  their 
immediate  secretarial  staff  together  with  the 
salaries  and  expenses  of  personnel  engaged 
in  suppcM’tlng  activities  maintained  by  the 
research  organization,  such  as  stock  rooms, 
stenographic  pools,  and  the  like.  The  salaries 
of  members  of  the  professional  staff  whose 
appointments  or  assignments  Involve  the  per¬ 
formance  of  such  administrative  work  may 
also  be  included  to  the  extent  that  the  por¬ 
tion  so  charged  to  research  administration  is 
supported  as  required  by  section  J.7.  The 
research  administration  expense  category 
should  also  include  the  staff  benefit  and 
pension  plan  costs  applicable  to  the  salaries 
and  wages  included  therein,  an  appropriate 
share  of  the  costs  of  the  operation  and  main¬ 
tenance  of  the  physical  plant,  and  charges 
representing  use  allowance  and/or  deprecia¬ 
tion  applicable  to  the  buildings  and  equip¬ 
ment  utilized  in  performing  the  functions 
represented  thereunder. 

b.  The  expenses  included  in  this  category 
should  be  allocated  to  organized  research  and, 
where  necessary,  to  departmental  research  or 
to  any  other  benefiting  activities  on  any  basis 
reflecting  the  proportion  fairly  applicable  to 
each.  (See  section  E.2.d.) 

3.  Operation  and  maintenance  expenses. 
a.  The  expenses  under  this  heading  are  those 
that  have  been  incurred  by  a  central  service 
organization  or  at  the  departmental  level  for 
the  administration,  supervision,  operation, 
maintenance,  preservation,  and  protection  of 
the  institution’s  physical  plant.  They  Include 
expenses  normally  Inctured  for  such  items  as 
Janitorial  and  utility  services;  repairs  and 
ordinary  or  normal  alterations  of  buildings, 
furniture  and  equipment;  and  care  of 
grounds  and  maintenance  and  operation  of 
buildings  and  other  plant  facilities.  The  oper¬ 
ation  and  maintenance  expense  category 
should  also  include  the  staff  benefit  and 
pension  plan  costs  applicable  to  the  sal¬ 
aries  and  wages  included  therein,  and  charges 
representing  use  allowance  and/or  deprecia¬ 
tion  applicable  to  the  buildings  and  equip¬ 
ment  utilized  in  performing  the  functions 
represented  thereunder. 

b.  The  expenses  included  in  this  category 
should  be  apportioned  and  allocated  to  appli¬ 
cable  cost  objectives  in  a  manner  consistent 
with  the  guides  provided  in  section  E.2.  on  a 
basis  that  gives  primary  emphasis  to  space 
utilization.  The  allocations  and  apportion¬ 
ments  should  be  developed  as  follows:  (1) 
where  actual  space  and  related  cost  records 
are  available  or  can  readily  be  develop^  and 
maintained  without  slg^iificant  change  in  the 
accounting  practices,  the  amount  distributed 
should  be  based  on  such  records;  (2)  where 
the  space  and  related  cost  records  maintained 
are  not  sufficient  for  purposes  of  the  fore¬ 
going,  a  reasonable  estimate  of  the  propor¬ 
tion  of  total  space  assigned  to  the  various 
cost  objectives  normally  will  suffice  as  a 
means  for  effecting  distribution  of  the 
amounts  of  operation  and  maintenance  ex¬ 
penses  involved;  or  (3)  where  it  can  be  dem¬ 
onstrated  that  an  area  or  volume  of  space 
basis  of  allocation  is  impractical  or  inequi¬ 
table,  other  bases  may  be  used  provided  con¬ 


sideration  Is  given  to  the  use  of  facilities  by 
research  personnel  and  others,  including 
students. 

4.  Library  expenses,  a.  The  expenses  under 
this  heading  are  those  that  have  been  in¬ 
curred  for  the  (^ration  of  the  library,  in¬ 
cluding  the  costs  of  books  and  library  mate¬ 
rials  purchased  for  the  library,  leas  any  items 
of  library  Income  that  qualify  as  iqipllcable 
credits  under  section  C.6.  The  library  ex¬ 
pense  category  should  also  Include  the  staff 
benefit  and  pension  plan  costs  applicable  to 
the  salaries  and  wages  included  therein,  an 
appropriate  share  of  the  costs  of  the  opera¬ 
tion  and  maintenance  of  the  physical  plant, 
and  charges  representing  use  allowances  and/ 
or  depreciation  iq>plicable  to  the  buildings 
and  equipment  utilized  in  the  performance 
of  the  functions  represented  thereunder. 
Costs  incurred  in  the  purchases  of  rare  books 
(museum-type  books)  with  no  research  value 
should  not  be  allocated  to  Government- 
sponsored  research. 

b.  The  expenses  included  in  this  category 
should  be  allocated  on  the  basis  of  popula¬ 
tion  including  students  and  other  users. 
Where  the  results  of  the  distribution  made 
on  this  basis  are  deemed  to  be  inequitable 
to  the  Government  or  the  institution,  the 
distribution  should  then  be  made  on  a  selec¬ 
tive  basis  in  accordance  with  the  guides  set 
out  in  section  E.2.  Such  selective  distribu¬ 
tion  should  be  made  through  use  of  reason¬ 
able  methods  which  give  adequate  recogni¬ 
tion  to  the  utilization  of  the  library  attribut¬ 
able  to  faculty,  research  personnel,  students 
and  others.  The  method  used  will  be  based 
on  data  developed  periodically  on  the  re¬ 
spective  institution’s  experience  for  repre¬ 
sentative  periods. 

6.  Departmental  administration  expenses. 
a.  The  expenses  under  this  beading  are  those 
that  have  been  Incurred  in  academic  deans’ 
offices,  academic  departments  and  organized 
research  units  such  as  Institutes,  study  cen¬ 
ters  and  research  centers  for  administrative 
and  supporting  services  which  benefit  com¬ 
mon  Joint  departmental  activities  or  ob¬ 
jectives.  They  include  the  salaries  and  ex¬ 
penses  of  deans  or  heads,  or  associate  deans 
or  heads,  of  colleges,  schools,  departments, 
divisions,  or  organized  research  units,  and 
their  administrative  staffs  together  with  the 
salaries  and  expenses  of  personnel  engaged 
in  supporting  activities  maintained  by  the 
department,  such  as  stockrooms,  steno¬ 
graphic  pools,  and  the  like,  provided  such 
supporting  services  cannot  be  directly  identi¬ 
fied  with  a  i^eclflc  research  project,  with  an 
instructional  activity  or  with  any  other  in¬ 
stitutional  activity.  ’The  salaries  of  other 
members  of  the  professional  staff  whose 
appointments  or  assignments  involve  the 
performance  of  such  administrative  work 
may  also  be  included  to  the  extent  that  the 
portion  so  charged  to  departmental  adminis¬ 
tration  expenses  is  supported  as  required  by 
section  J.7.  The  departmental  administration 
expense  category  should  also  include  the  staff 
benefit  and  pension  plan  costs  applicable  to 
the  salaries  and  wages  Included  therein,  an 
appropriate  share  of  the  costs  of  the  opera¬ 
tion  and  maintenance  of  the  physical  plant, 
and  charges  representing  use  allowances  and/ 
or  depreciation  applicable  to  the  buildings 
and  equipment  utilized  in  performing  the 
functions  represented  thereunder. 

b.  The  distribution  of  departmental  ad¬ 
ministration  expenses  should  bo  made 
through  use  of  selected  bases  applied  to  cost 
groupings  established  within  this  category 
of  expenses  in  accordance  with  the  guides  set 
out  in  section  E.2.d. 

6.  Setoff  for  indirect  expenses  otherwise 
provided  for  by  the  Government,  a.  The  items 
to  be  accumulated  under  this  heading  are 
the  reimbursements  and  other  receipts  from 
the  Federal  Government  which  are  used  by 
the  institution  to  support  directly,  in  whole 
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or  in  part,  finy  of  the  administrative  or  serv¬ 
ice  (indirect)  activities  described  in  the  fore¬ 
going  (sections  F.l.  through  F.5.).  They  in¬ 
clude  any  amounts  thus  applM  to  such 
activities  which  may  have  been  received  pur¬ 
suant  to  an  institutional  base  grant  or  any 
similar  contractual  arrangement  with  the 
Federal  Oovemment  other  than  a  research 
agreement  as  herein  defined  (section  B3). 

b.  The  sum  of  the  items  in  this  group  shall 
be  treated  as  a  credit  to  the  totiil  indirect 
cost  pool  before  it  is  apportioned  to  organized 
research  and  to  other  activities.  Such  setoff 
shall  be  made  prior  to  the  determination  of 
the  indirect  cost  rate  or  rates  as  provided 
in  section  G. 

O.  DETERMINATION  AND  APPLICATION  OF  INDIRECT 
COST  RATE  OB  RATES 

1.  Indirect  cost  pools,  a.  Subject  to  b.  be¬ 
low,  indirect  costs  allocated  to  organized  re¬ 
search  should  be  treated  as  a  common  pool, 
and  the  costs  in  such  common  pool  should 
then  be  distributed  to  individual  research 
agreements  benefiting  therefrom  on  a  single 
rate  basis. 

b.  In  some  Instances  a  single  rate  basis  for 
use  across  the  board  on  all  Oovemment  re¬ 
search  at  an  institution  may  not  be  appro¬ 
priate,  since  it  would  not  take  into  account 
those  different  environmental  factors  which 
may  affect  substantially  the  indirect  costs 
applicable  to  a  particular  segment  of  Govern¬ 
ment  research  at  the  Institution.  For  this 
purpose,  a  particular  segment  of  Oovemment 
research  may  be  that  performed  under  a 
single  research  agreement  or  it  may  consist 
of  research  under  a  group  of  research  agree¬ 
ments  performed  in  a  common  environment. 
The  environmental  factors  are  not  limited  to 
the  physical  location  of  the  work.  Other  im¬ 
portant  factors  are  the  level  of  the  adminis¬ 
trative  support  required,  the  nature  of  the 
facilities  or  other  resources  employed,  the 
scientific  disciplines  or  technical  skills  in¬ 
volved,  the  organizational  arrangements  used, 
or  any  combination  thereof.  Where  a  partic¬ 
ular  segment  of  Government  research  is  per¬ 
formed  within  an  environment  which  appears 
to  generate  a  significantly  different  level  of 
Indirect  costs,  provision  should  be  made  for 
a  separate  indirect  cost  pool  applicable  to 
such  work.  The  separate  indirect  cost  pool 
should  be  developed  during  the  course  of  the 
regular  distribution  process,  and  the  separate 
indirect  cost  rate  resulting  therefrom  should 
be  utilized  provided  it  is  determined  that 

(1)  such  Indirect  cost  rat^  differs  signifi¬ 
cantly  from  that  which  would  have  obtained 
under  a.  above,  and  (2)  the  volume  of  re¬ 
search  work  to  which  such  rate  would  apply 
is  material  in  relation  to  other  Government 
research  at  the  institution. 

2.  The  distribution  base.  Indirect  costs  al¬ 
located  to  organized  research  shoufd  be  dis¬ 
tributed  to  applicable  research  agreements  on 
the  basis  of  direct  salaries  and  wages.  For 
this  purpose,  an  indirect  cost  rate  should  be 
determined  for  each  of  the  separate  indirect 
cost  pools  developed  pursuant  to  section  G.l. 
The  rate  in  each  case  should  be  stated  as  the 
percentage  which  the  amount  of  the  partic¬ 
ular  indirect  cost  pool  is  of  the  total  direct 
salaries  and  wages  of  all  research  agreements 
Identified  with  such  pool.  For  the  purpose  of 
establishing  an  indirect  cost  rate,  direct  sal¬ 
aries  and  wages  may  Include  that  portion 
contributed  to  the  research  by  the  institu¬ 
tion  for  cost  sharing  or  other  purposes.  Bases 
other  than  salaries  and  wages  may  be  used 
provided  it  can  be  demonstrated  that  they 
produce  more  equitable  results. 

3.  Negotiated  lump  sum  for  indirect  costs. 
A  negotiated  fixed  amount  in  lieu  of  indirect 
costs  may  be  appropriate  for  self-contained, 
off-campus,  or  primarily  subcontracted  re¬ 
search  activities  where  the  benefits  derived 
from  an  institution's  indirect  services  can¬ 
not  be  readily  determined.  Such  amount 


negotiated  in  lieu  of  indirect  costs  will  be 
treated  as  an  offset  to  total  indirect  expenses 
before  apportionment  to  instruction,  orga¬ 
nized  research,  and  other  institutional  activ¬ 
ities.  The  base  on  which  such  remaining  ex¬ 
penses  are  allocated  should  be  appropriately 
adjusted. 

4.  Predetermined  fixed  rates  for  indirect 
costa.  Public  Law  87-638  (76  Stat.  437)  au¬ 
thorizes  the  use  of  predetermined  fixed  rates 
in  determining  the  indirect  costs  applicable 
under  research  agreements  with  educational 
institutions.  The  stated  objectives  of  the  law 
are  to  simplify  the  administration  of  cost- 
type  research  and  development  contracts  (in¬ 
cluding  grants)  with  educational  institu¬ 
tions,  to  facilitate  the  preparation  of  their 
budgets,  and  to  permit  more  expeditious 
closeout  of  such  contracts  when  the  work  is 
completed.  In  view  of  the  potential  advan¬ 
tages  offered  by  this  procedure,  consideration 
should  be  given  to  the  negotiation  of  pre¬ 
determined  fixed  rates  for  indirect  costs  in 
those  situations  where  the  cost  experience 
and  other  pertinent  facts  available  are 
deemed  sufficient  to  enable  the  parties  in¬ 
volved  to  reach  an  informed  Judgment  as 
to  the  probable  level  of  indirect  costs  during 
the  ensuing  accounting  period. 

6.  Negotiated  fixed  rates  and  carryforward 
provisions.  When  a  fixed  rate  is  negotiated  in 
advance  for  a  fiscal  year  (or  other  time 
period) ,  the  over-  or  under-recovery  for  that 
year  may  be  included  as  an  adjustment  to 
the  Indirect  cost  for  the  next  rate  negotia¬ 
tion.  When  the  rate  is  negotiated  before  the 
carryforward  adjustment  is  determined  due 
to  the  delay  in  audit,  the  carryforward  may 
be  applied  to  the  next  subsequent  rate  nego¬ 
tiation.  When  such  adjustments  are  to  be 
made,  each  fixed  rate  negotiated  in  advance 
for  a  given  period  will  be  computed  by  apply¬ 
ing  the  expected  indirect  costs  allocable  to 
Government  research  for  the  forecast 
period  plus  or  minus  the  carryforward  ad¬ 
justment  (over-  or  under-recovery)  from  the 
prior  period,  to  the  forecast  distribution  base. 
Unrecovered  amounts  under  lump-sum 
agreements  or  cost-sharing  provisions  of 
prior  years  shall  not  be  carried  forward  for 
consideration  in  the  new  rate  negotiation. 
There  must,  however,  be  an  advance  under¬ 
standing  in  each  case  between  the  institu¬ 
tion  and  the  cognizant  Federal  agency  as  to 
whether  these  differences  will  be  considered 
in  the  rate  negotiation  rather  than  making 
t^e  determination  after  the  differences  are 
known.  Further,  institutions  electing  to  use 
this  carryforward  provision  may  not  subse¬ 
quently  change  without  prior  approval  of 
the  cognizant  Federal  agency.  In  the  event 
that  an  institution  returns  to  a  postdeter- 
mlned  rate,  any  over-  or  under-recovery  dur¬ 
ing  the  period  in  which  negotiated  fixed  rates 
and  carryforward  provisions  were  followed 
will  be  included  in  the  subsequent  post- 
determined  rates.  Where  multiple  rates 
are  used,  the  same  procedure  will  be  appli¬ 
cable  for  determining  each  rate.  This  proce¬ 
dure  also  applies  to  rates  established  for 
grants  and  contracts  for  training  and  other 
educational  services,  but  does  not  apply  to 
cost-type  research  agreements  covering  work 
performed  in  wholly  or  partially  Govern¬ 
ment-owned  facilities. 

H.  SIMPLIFIED  METHOD  FOR  SMALL 
INSTITUTIONS 

1.  General,  a.  Where  the  total  direct  cost 
of  all  federally  supported  work  under  re¬ 
search  and  educational  service  agreements 
at  an  institution  does  not  exceed  $1  million 
in  a  fiscal  year  (excluding  direct  payments 
by  the  institution  to  participants  under  edu¬ 
cational  service  agreements  for  stipends, 
support,  and  similar  costs  requiring  little.  If 
any,  indirect  cost  support),  the  use  of  the 
abbreviated  procedure  described  in  2.,  below, 
may  be  used  in  determining  allowable  in¬ 


direct  costs.  Under  this  abbreviated  proce¬ 
dure,  the  institution’s  most  recent  annual 
financial  report  and  immediately  available 
supporting  Information,  with  salaries  and 
wages  segregated  from  other  costs,  will  be 
utilized  as  a  basis  for  determining  the  in¬ 
direct  cost  rate  applicable  both  to  federally 
supported  research  and  educational  service 
agreements. 

b.  The  rigid  formula  approach  provided 
under  this  abbreviated  procedure  should  not 
be  used  where  it  produces  results  which  ap¬ 
pear  inequitable  to  the  Government  or  the 
institution.  In  any  such  case,  indirect  costs 
should  be  determined  through  use  of  the 
regular  procedure. 

2.  Abbreviated  procedure,  a.  Establish  the 
total  amount  of  salaries  and  wages  paid  to 
all  employees  of  the  institution. 

b.  Establish  an  Indirect  cost  pool  consist¬ 
ing  of  the  expenditures  (exclusive  of  capital 
items  and  other  costs  specifically  identified 
as  unallowable)  which  customarily  are  classi¬ 
fied  under  the  following  tit^  or  their 
equivalents: 

(1)  General  administration  and  general 
expenses  (exclusive  of  costs  of  student  ad¬ 
ministration  and  services,  student  aid,  stu¬ 
dent  activities,  and  scholarships). 

(2)  Operation  and  maintenance  of  physical 
plant. 

(3)  Library. 

(4)  Department  administration  expenses, 
which  will  be  computed  as  20  percent  of  the 
salaries  and  expenses  of  deans  and  heads  of 
departments. 

In  those  cases  where  expenditures  classi¬ 
fied  under  2.b.(l)  and  2.b.(2)  have  previ¬ 
ously  been  allocated  to  other  institutional 
activities,  they  may  be  Included  in  the  in¬ 
direct  cost 'pool.  The  total  amount  of  sal¬ 
aries  and  wages  included  in  the  indirect  cost 
pool  must  be  separately  identified. 

c.  Establish  a  salary  and  wage  distribution 
base,  determined  by  deducting  from  the  total 
of  salaries  and  wages  as  established  under 
2. a.  the  amount  of  salaries  and  wages  in¬ 
cluded  under  2.b. 

d.  Establish  the  indirect  cost  rate,  deter¬ 
mined  by  dividing  the  amount  in  the  in¬ 
direct  cost  pool  2.b.  by  the  amoimt  of  the 
distribution  base  2.c. 

e.  Apply  the  Indirect  cost  rate  established 
to  direct  salaries  and  wages  for  individual 
agreements  to  determine  the  amount  of  In¬ 
direct  costs  allocable  to  such  agreements. 

J.  GENERAL  STANDARDS  FOR  SELECTED  ITEMS  OF 
COST 

Sections  J.l.  through  J.46.  provide  stand¬ 
ards  to  be  applied  in  establishing  the  allow¬ 
ability  of  certain  items  involved  in  deter¬ 
mining  cost.  These  standards  should  apply 
irrespective  of  whether  a  particular  item  of 
cost  Is  properly  treated  as  direct  cost  or  in¬ 
direct  cost.  Failure  to  mention  a  particular 
item  of  cost  in  the  standards  is  not  intended 
to  imply  that  it  Is  either  allowable  or  unal¬ 
lowable;  rather  determination  as  to  allow¬ 
ability  in  each  case  should  be  based  on  the 
treatment  or  standards  provided  for  similar 
or  related  items  of  cost.  In  case  of  discrep¬ 
ancy  between  the  provisions  of  a  specific 
research  agreement  and  the  applicable  stand¬ 
ards  provided,  the  provisions  of  the  research 
agreement  should  govern. 

1.  Advertising  costs.  The  term  advertising 
costs  means  the  costs  of  advertising  media 
and  corollary  administrative  costs.  Adver¬ 
tising  media  include  magazines,  newspapers, 
radio  and  television  programs,  direct  mail, 
exhibits,  and  the  like.  The  only  advertising 
costs  allowable  are  those  which  are  solely  for : 
(a)  The  recruitment  of  personnel  required 
for  the  performance  by  the  institution  of 
obligations  arising  under  the  research  agree¬ 
ment,  when  considered  in  conjunction  with 
all  other  recruitment  costs,  as  set  forth  in 
J.32.;  (b)  the  procurement  of  scarce  items 
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for  the  performance  of  the  research  agree¬ 
ment;  or  (c)  the  disposal  of  scrap  ot  surplus 
materials  acquired  In  the  performance  of 
the  research  agreement.  Ckists  of  this  nature, 
if  incurred  for  more  than  one  research  agree¬ 
ment  or  for  both  research  agreement  work 
and  other  work  of  the  institution,  are  allow¬ 
able  to  the  extent  that  the  principles  in 
sections  D  and  E  are  observed. 

2.  Bad  debts.  Any  losses,  whether  actual  or 
estimated  arising  from  uncollectible  ac¬ 
counts  and  other  claims,  related  collections 
costs,  and  related  legal  costs,  are  unallow¬ 
able. 

3.  Capital  expenditures.  The  costs  of  equip¬ 
ment,  buildings,  and  repairs  which  materially 
increase  the  value  or  useful  life  of  buildings 
or  equipment,  are  unallowable  except  as  pro¬ 
vided  for  in  the  research  agreement.  Govern¬ 
ment  funds  shall  not  be  used  for  the  acquisi¬ 
tion  of  land,  or  any  interest  therein,  except 
with  the  specific  prior  approval  of  the  spon¬ 
soring  agency. 

4.  Civil  defense  costs.  Civil  defense  costs 
are  those  Incurred  in  planning  for,  and  the 
protection  of  life  and  property  against,  the 
possible  effects  of  enemy  attack.  Reasonable 
costs  of  civil  defense  measures  (Including 
costs  in  excess  of  normal  plant  protection 
costs,  first-aid  training  and  supplies,  fire¬ 
fighting  training,  posting  of  additional  exit 
notices  and  directions,  and  other  approved 
civil  defense  measures)  undertaken  on  the 
institution’s  premises  pursuant  to  sugges¬ 
tions  or  requirements  of  civil  defense  au¬ 
thorities  are  allowable  when  distributed  to 
all  activities  of  the  institution.  Capital  ex¬ 
penditures  for  civil  defense  purposes  will  not 
be  allowed,  but  a  use  allowance  or  deprecia¬ 
tion  may  be  permitted  in  accordance  with 
provisions  set  forth  in  section  J.IO.  Costs  of 
local  civil  defense  projects  not  on  the  insti¬ 
tution's  premises  are  unallowable. 

5.  Commencement  and  convocation  costs. 
Costs  Inciirred  for  commencements  and  con¬ 
vocations  apply  only  to  instruction  and 
therefore  are  not  allocable  to  research  agree¬ 
ments,  either  as  direct  costs  or  indirect  costs. 

6.  Communication  costs.  Costs  incurred 
for  telephone  services,  local  and  long-dis¬ 
tance  telephone  calls,  telegrams,  radiograms, 
postage  and  the  like,  are  allowable. 

7.  Compensation  for  personal  services — a. 
General.  Compensation  for  personal  services 
covers  ail  remuneration  paid  currently  or  ac¬ 
crued  to  the  institution  for  services  of  em¬ 
ployees  rendered  during  the  period  of  per¬ 
formance  under  Government  research  agree¬ 
ments.  Such  remuneration  includes  salaries, 
w'ages,  staff  benefits  (see  section  J.39.),  and 
pension  plan  costs  (see  section  J.23.).  The 
costs  of  such  remuneration  are  allowable  to 
the  extent  that  the  total  compensation  to 
individual  employees  is  reasonable  for  the 
services  rendered  and  conforms  to  the  estab¬ 
lished  policy  of  the  institution  consistently 
applied,  and  provided  that  the  charges  for 
work  performed  directly  on  Government  re¬ 
search  agreements  and  for  other  work  al¬ 
locable  as  indirect  costs  to  organized  re¬ 
search  are  determined  and  supported  as 
hereinafter  provided. 

b.  Payroll  distribution.  Amounts  charged  to 
organized  research  for  personal  services,  ex¬ 
cept  stipulated  salary  support,  regardless  of 
whether  treated  as  direct  costs  or  allocated 
as  Indirect  costs,  will  be  based  on  institu¬ 
tional  payrolls  which  have  been  approved 
and  documented  in  accordance  with  gen¬ 
erally  accepted  institutional  practices.  Sup¬ 
port  for  direct  and  indirect  allocations  of 
personal  service  costs  to  (1)  instruction,  (2) 
organized  research,  and  (3)  indirect  activi¬ 
ties  as  defined  in  section  E.I.,  or  (4)  other 
institutional  activities  as  defined  in  section 
B.4.,  will  be  provided  as  described  in  c.,  d., 
e.,  and  f.,  below. 

c.  Stipulated  salary  support.  As  an  al¬ 
ternative  to  payroll  distribution,  stipulated 


salary  support  amounts  may  be  provided  In 
the  research  agreement  for  professorial  staff, 
any  part  of  whose  compensation  is  charge¬ 
able  to  Government-sponsored  research. 
Stipulated  salary  support  may  also  be  pro¬ 
vided  for  any  other  professionals  who  are 
engaged  part  time  in  sponsored  research  and 
part  time  in  other  work.  The  stipulated 
salary  support  for  an  individual  will  be  de¬ 
termined  by  the  Government  and  the  edu¬ 
cational  institution  during  the  proposal  and 
award  process  on  the  basis  of  considered 
Judgment  as  to  the  monetary  value  of  the 
contribution  which  the  individual  is  ex¬ 
pected  to  make  to  the  research  project.  This 
Judgment  will  take  into  account  any  cost 
sharing  by  the  Institution  and  such  other 
factors  as  the  extent  of  the  investigator’s 
planned  participation  in  the  project  and  his 
ability  to  perform  as  planned  in  the  light 
of  his  other  commitments.  It  will  be  neces¬ 
sary  for  those  who  review  research  proposals 
to  obtain  information  on  the  total  academic 
year  salary  of  the  faculty  members  involved; 
the  other  research  projects  or  proposals  for 
which  salary  is  allocated;  and  any  other 
duties  they  may  have  such  as  teaching  as¬ 
signments,  administrative  assignments,  num¬ 
ber  of  graduate  students  for  which  they  are 
responsible,  or  other  Institutional  activities. 
Stipulated  amounts  for  an  individual  must 
not  per  se  result  in  increasing  his  official 
salary  from  the  institution. 

d.  Direct  charges  for  personal  services 
under  payroll  distribution.  The  direct  cost 
charged  to  orgfmlzed  research  for  the  per¬ 
sonal  services  of  professorial  and  profes¬ 
sional  staff,  exclusive  of  those  whose  sala¬ 
ries  are  stipulated  in  the  research  agree¬ 
ment,  will  be  based  on  institutional  payroll 
systems.  Such  institutional  payroll  systems 
must  be  supported  by  either:  (1)  an  ade¬ 
quate  appointment  and  workload  distribu¬ 
tion  system  accompanied  by  monthly  re¬ 
views  performed  by  responsible  officials  and 
a  reporting  of  any  significant  changes  in 
workload  distribution  of  each  professor  or 
professional  staff  member,  or  (2)  a  monthly 
after-the-fact  certification  system  which 
will  require  the  individual  investigators, 
deans,  departmental  chairmen  or  super¬ 
visors  having  first-hand  knowledge  of  the 
services  performed  on  each  research  agree¬ 
ment  to  report  the  distribution  of  effort.  Re¬ 
ported  changes  will  be  Incorporated  during 
the  accounting  period  into  the  payroll  dis¬ 
tribution  system  and  into  the  accounting 
records.  Direct  charges  for  salaries  and  wages 
of  nonprofessionals  will  be  supported  by  time 
and  attendance  and  payroll  distribution 
records. 

e.  Direct  charges  for  personal  services 
under  stipulated  salaries.  The  amounts  stip¬ 
ulated  for  salary  supo.irt  will  be  treated  as 
direct  costs.  The  stipulated  salary  for  the 
academic  year  will  be  prorated  equally  over 
the  duration  of  the  grant  or  contract  period 
during  the  academic  year,  unless  other  ar¬ 
rangements  have  been  made  in  the  grant  or 
contract  Instrument.  No  time  or  effort  report¬ 
ing  will  be  required  to  support  these 
amounts.  Special  provision  for  summer  sal¬ 
aries,  or  for  a  particular  “off  period’’  if  other 
than  summer,  will  be  required.  The  research 
agreements  will  state  that  any  research  cov¬ 
ered  by  summer  salary  support  must  be  car¬ 
ried  out  during  the  siunmer,  not  during  the 
academic  year,  and  at  locations  approved  in 
advance  in  writing  by  the  granting  agency. 
The  certification  required  in  section  K  will 
attest  to  this  requirement  as  well  as  all  others 
in  a  given  research  agreement.  Stipulated 
salary  support  remains  fixed  during  the 
funding  period  of  the  grant  or  contract  and 
will  be  costed  at  the  rate  described  above 
unless  there  is  a  significant  change  in  per¬ 
formance.  For  example,  a  significant  change 
in  performance  would  exist  if  the  faculty 
member  (1)  was  111  for  an  extended  period. 


(2)  took  sabbatical  leave  to  devote  effort  to 
duties  imrelated  to  bis  research,  or  (3)  was 
required  to  Increase  substantially  bis  teach¬ 
ing  assignments,  administrative  duties,  or 
responsibility  for  more  research  projects.  In 
the  latter  event.  It  will  be  the  responsibility 
of  the  educational  institution  to  reduce  the 
charges  to  the  research  agreement  propor¬ 
tionately  or  seek  an  appropriate  amendment. 
In  the  case  of  those  covered  by  stipulated  sal¬ 
ary  support,  the  auditors  are  no  longer, re¬ 
quired  to  review  the  precise  accuracy  of  time 
or  effort  devoted  to  research  projects.  Rather, 
their  reviews  should  include  steps  to  deter¬ 
mine  on  a  sample  basis  that  an  Institution  is 
not  reimbursed  for  more  than  100  percent  of 
each  faculty  member’s  salary  and  that  the 
portion  of  each  faculty  member’s  stdary 
charged  to  Government-sponsored  research  is 
reasonable  in  view  of  his  university  workload 
and  other  commitments.  The  stipulated  sal¬ 
ary  method  may  also  be  agreed  upon  for  that 
portion  of  a  professional’s  salary  that  repre¬ 
sents  cost  sharing  by  the  institution. 

f.  Indirect  personal  services  costs.  Allow¬ 
able  indirect  personal  services  costs  will  be 
supported  by  the  educational  institution's 
accounting  system  maintained  in  accordance 
with  generally  accepted  Institutional  prac¬ 
tices.  Where  a  comprehensive  accounting  sys¬ 
tem  does  not  exist,  the  institution  should 
make  periodic  surveys  no  less  frequently  than 
annually  to  support  the  Indirect  personal 
services  costs  for  inclusion  in  the  overhead 
pool.  Such  supporting  documentation  must 
be  retained  for  subsequent  review  by  Gov¬ 
ernment  officials. 

g.  General  guidance  for  charging  personal 
services.  Budget  estimates  on  a  monthly, 
quarterly,  semester,  or  yearly  basis  do  not 
qualify  as  support  for  charges  to  federally 
sponsored  research  projects  and  Should  not 
be  used  unless  confirmed  after  the  fact. 
Charges  to  research  agreements  may  include 
reasonable  amounts  for  activities  contribut¬ 
ing  and  intimately  related  to  work  imder  the 
agreement,  such  as  preparing  and  delivering 
special  lectures  about  specific  aspects  of  the 
ongoing  research,  writing  research  reports 
and  articles,  participating  in  appropriate  re¬ 
search  seminars,  consulting  with  colleagues 
and  graduate  students  with  respect  to  related 
research,  and  attending  appropriate  scientific 
meetings  and  conferences.  In  no  case  should 
charges  be  made  to  federally  sponsored  re¬ 
search  projects  for  lecturing  or  preparing  for 
formal  courses  listed  in  the  catalog  and  of¬ 
fered  for  degree  credit,  or  for  committee  or 
administrative  work  related  to  university 
bvislness. 

h.  Nonuniversity  professional  activities. 
A  university  must  not  alter  or  waive  univer¬ 
sity-wide  policies  and  practices  dealing  with 
the  permissible  extent  of  professional  serv¬ 
ices  over  and  above  those  traditionally  per¬ 
formed  without  extra  university  compensa¬ 
tion,  unless  such  arrangements  are  specifi¬ 
cally  authorized  by  the  sponsoring  agency. 
Where  university-wide  policies  do  not  ade¬ 
quately  define  the  permissible  extent  of 
consultantship  or  other  nonuniversity  activi¬ 
ties  undertaken  for  extra  pay,  the  Govern¬ 
ment  may  require  that  the  effort  of  profes¬ 
sional  staff  working  under  research  agree¬ 
ments  be  allocated  as  between  ( 1 )  university 
activities,  and  (2)  nonuniversity  professional 
activities.  If  the  sponsoring  agency  should 
consider  the  extent  of  nonuniversity  profes¬ 
sional  effort  excessive,  appropriate  arrange¬ 
ments  governing  compensation  will  be  nego¬ 
tiated  on  a  case-by-case  basis. 

i.  Salary  rates  for  academic  year.  Charges 
for  work  performed  on  Government  research 
by  faculty  members  during  the  academic  year 
will  be  based  on  the  individual  faculty  mem¬ 
ber’s  regular  compensation  for  the  con¬ 
tinuous  period  which,  under  the  practice  of 
the  institution  concerned,  constitutes  the 
basis  of  his  salary.  Charges  for  work  per- 
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formed  on  research  agreements  during  all 
or  any  portion  of  such  period  would  be  al¬ 
lowable  at  the  base  salary  rate.  In  no  event 
will  the  charge  to  research  agreements,  Ir¬ 
respective  of  the  basis  of  computation,  ex¬ 
ceed  the  proportionate  share  of  the  bose  sal¬ 
ary  for  that  period,  and  any  extra  compen¬ 
sation  above  the  base  salary  for  work  on  Oov- 
ernment  research  during  such  period  would 
be  unallowable.  This  principle  applies  to  all 
members  of  the  faculty  at  an  Institution. 
Since  Intrauniversity  consulting  is  assumed 
to  be  imdertaken  as  a  university  obligation 
requiring  no  compensation  In  addition  to 
full-time  base  salary,  the  principle  also 
applies  to  those  who  function  as  consultants 
or  otherwise  contribute  to  a  research  agree¬ 
ment  conducted  by  another  faculty  member 
of  the  same  Institution.  However,  In  unusual 
cases  where  consultation  Is  across  depart¬ 
mental  lines  or  Involves  a  separate  or  re¬ 
mote  operation,  and  the  work  performed  by 
the  consultant  Is  In  addition  to  his  regular 
departmental  load,  any  charges  for  such  work 
representing  extra  compensation  above  the 
base  salary  are  allowable  provided  such  con¬ 
sulting  arrangement  is  specifically  provided 
for  in  the  research  agreement  or  iq>proved  In 
writing  by  the  sponsoring  agency. 

J.  Salary  rates  for  periods  outside  the 
academic  year.  Charges  for  work  performed 
by  faculty  members  on  Government  research 
during  the  summer  months  or  other  periods 
not  Included  In  the  base  salary  period  will 
be  determined  for  each  faculty  member  at 
a  monthly  rate  not  in  excess  of  that  which 
would  be  applicable  under  his  base  salary 
and  will  be  limited  to  charges  made  In  ac¬ 
cordance  with  other  subsections  of  J.7. 

k.  Salary  rates  for  part-time  faculty. 
Charges  for  work  performed  on  Government 
research  by  a  faculty  member  having  only 
part-time  appointment  for  teaching  will  be 
determined  at  a  rate  not  In  excess  of  that 
for  which  he  Is  regiilarly  paid  for  his  part- 
time  teaching  assignments.  Example:  An 
Institution  pays  $6,000  to  a  faculty  member 
for  half-time  teaching  during  the  academic 
year.  He  devoted  one-half  of  his  remaining 
time  (25  percent  of  his  total  available  time) 
to  Government  research.  Thus  his  additional 
compensation,  chargeable  by  the  Institution 
to  Government  research  agreements,  would 
be  one-half  of  $5,000  or  $2,600. 

a.  Contingency  provisions.  Contributions 
to  a  contingency  reserve  or  any  similar  pro¬ 
vision  made  for  events  the  occurrence  of 
which  cannot  be  foretold  with  certainty  as 
to  time.  Intensity,  (m*  with  an  assurance  of 
their  happening,  are  unallowable. 

9.  Deans  of  faculty  and  graduate  schools. 
The  salaries  and  expenses  of  deans  of  faculty 
and  graduate  schools,  or  their  equivalents, 
and  their  staffs,  are  allowable. 

10.  Depreciation  and  use  allowances,  a.  In¬ 
stitutions  may  be  compensated  for  the  use 
of  buildings,  capital  Improvements,  and  usa¬ 
ble  equipment  on  hand  through  use  allow¬ 
ances  or  depreciation.  Use  allowances  are  the 
means  of  providing  such  compensation  when 
depreciation  or  other  equivalent  costs  are  not 
considered.  However,  a  combination  of  the 
two  methods  may  not  be  \ised  In  connec¬ 
tion  with  a  single  class  of  fixed  assets. 

b.  Due  consideration  will  be  given  to 
Government-furnished  facilities  utilized  by 
the  Institution  when  computing  use  allow¬ 
ances  and  or  depreciation  If  the  Govern¬ 
ment-furnished  facilities  are  material  In 
amount.  Computation  of  the  use  allowance 
and/or  depreciation  will  exclude  both  the 
cost  or  any  portion  of  the  cost  of  biilld- 
Ings  and  equipment  borne  by  or  donated  by 
the  Federal  Government,"  Irrespective  of 
where  title  was  originally  vested  or  where 
It  presently  resides  and,  secondly,  the  cost 
of  grounds.  Capital  expenditures  for  land 
Improvements  (paved  areas,  fences,  streets, 
sidewalks,  utility  conduits,  and  similar  Im¬ 


provements  not  already  included  In  the  cost 
of  buildings)  are  allowable  provided  the 
systematic  amortization  of  such  capital  ex¬ 
penditures  has  been  provided,  based  on 
reasonable  determinations  of  the  probable 
useful  lives  of  the  Individual  items  involved, 
and  the  share  allocated  to  organized  re¬ 
search  Is  developed  from  the  amount  th\is 
amortized  for  the  base  period  involved. 
Amortization  methods  once  used  should  not 
be  changed  for  a  given  building  or  equip¬ 
ment  unless  approved  in  advance  by  the 
cognizant  Federal  agency. 

c.  Where  the  use  allowance  method  Is  fol¬ 
lowed.  the  use  allowance  for  buildings  end 
Improvements  will  be  computed  at  an  an¬ 
nual  rate  not  exceeding  2  percent  of  acqui¬ 
sition  cost.  The  use  allowance  for  equipment 
will  be  computed  at  an  annual  rate  not 
exceeding  6%  percent  of  acquisition  cost 
of  usable  and  needed  equipment  In  those 
cases  where  the  Institution  maintains  cur¬ 
rent  records  with  respect  to  such  equip¬ 
ment  on  hand.  Where  the  Institution’s 
records  refiect  only  the  cost  (actual  or 
estimated)  of  the  original  complement  of 
equipment,  the  use  allowance  will  be  com¬ 
puted  at  an  annual  rate  not  exceeding  10 
percent  of  such  cost.  Original  complement  for 
this  purpose  means  the  complement  of 
equipment  initially  placed  In  buildings  to 
perform  the  functions  currently  being  per¬ 
formed  In  such  buildings;  however,  where 
a  permanent  change  In  the  function  of  a 
building  takes  place,  a  redetermlnatlon  of 
the  original  complement  of  equipment  may 
be  made  at  that  time  to  establish  a  new 
original  complement.  In  those  cases  where 
no  equipment  records  are  maintained,  the 
Institution  will  Justify  a  reasonable  esti¬ 
mate  of  the  acquisition  cost  of  usable  and 
needed  equipment  which  may  be  used  to 
compute  the  use  allowance  at  an  annual 
rate  not  exceeding  6%  percent  of  such 
estimate. 

d.  Where  the  depreciation  method  is  fol¬ 
lowed,  adequate  property  record  m\ist  be 
maintained  and  periodic  Inventory  (a  sta¬ 
tistical  sampling  basis  is  acceptable)  must 
be  taken  to  Insure  that  properties  for  which 
depreciation  Is  charged  do  exist  and  are 
needed.  The  period  of  iiseful  service  (service 
life)  established  In  each  case  for  usable 
capital  assets  must  be  determined  on  a 
realistic  basis  which  takes  Into  considera¬ 
tion  such  factors  as  type  of  construction, 
nature  of  the  equipment  used,  technological 
developments  In  the  particular  research  area, 
and  the  renewal  and  replacement  policies 
followed  for  the  Individual  Items  or  classes 
of  assets  Involved.  Where  the  depreciation 
method  Is  Introduced  for  application  to  as¬ 
sets  acquired  In  prior  years,  the  annual 
charges  therefrom  must  not  exceed  the 
amounts  that  would  have  resulted  had  the 
depreciation  method  been  In  effect  from  the 
date  of  acquisition  of  such  assets. 

e.  Where  an  Institution  elects  to  go  to  a 
depreciation  basis  for  a  particular  class  of 
assets,  no  depreciation,  rental  or  use  charge 
may  be  allowed  on  any  such  assets  that, 
under  d.  above,  would  be  viewed  as  fully  de¬ 
preciated  provided,  however,  that  reason¬ 
able  use  charges  may  be  negotiated  for  any 
such  assets  If  warranted  after  taking  Into 
consideration  the  cost  of  the  facility  or  Item 
Involved,  the  estimated  useful  life  remain¬ 
ing  at  time  of  negotiation,  the  actual  re¬ 
placement  policy  followed  In  the  light  of 
service  lives  used  for  calculating  depreciation, 
the  effect  of  any  Increased  maintenance 
charges  or  decreased  efficiency  due  to  age,  and 
any  other  factors  pertinent  to  the  utiliza¬ 
tion  of  the  facility  or  Item  for  the  purpose 
contemplated. 

11.  Employee  morale,  health,  and  welfare 
costs  and  credits.  The  costs  of  house  publi¬ 
cations,  health  or  first-aid  clinics  and/or  In¬ 
firmaries,  recreational  activities,  employees' 


counseling  services,  and  other  expenses  In¬ 
curred  In  accordance  with  the  Institution’s 
established  practice  or  custom  for  the  Im¬ 
provement  of  working  conditions,  employer- 
employee  relations,  employee  morale,  and 
employee-performance,  are  allowable.  Such 
costs  will  be  equitably  apportioned  to  all  ac¬ 
tivities  of  the  Institution.  Income  generated 
from  any  of  these  activities  will  be  credited 
to  the  cost  thereof  unless  such  Income  has 
been  Irrevocably  set  over  to  employee  wel¬ 
fare  organizations. 

12.  Entertainment  costs.  Costs  Incurred 
for  amusement,  social  activities,  entertain¬ 
ment,  and  any  Items  relating  thereto,  such 
as  meals,  lodging,  rentals,  transpcutatlon, 
and  gratuities,  are  unallowable. 

13.  Equipment  and  other  facilities.  ’The 
costs  of  permanent  equipment  or  other  fa¬ 
cilities  are  allowable  where  such  purchases 
are  approved  by  the  sponsoring  agency  con¬ 
cerned  or  provided  for  by  the  terms  of  the 
research  agreement.  TotiU  expenditures  for 
permanent  equipment  may  not  exceed  125 
percent  of  the  amount  allotted  for  the  perma¬ 
nent  equipment  category  by  the  ^x>nso,'lng 
agency  (through  an  approved  budget  or  other 
document)  except  with  approval.  The  term 
"permanent  equipment”  shall  mean  an  Item 
of  property  which  has  an  acquisition  cost 
of  $200  or  more  and  has  an  expected  service 
life  of  one  year  or  more. 

a.  General  purpose  equipment.  Approval 
must  be  obtained  to  acquire  with  Govern¬ 
ment  funds  any  general  pvupose  permanent 
equipment,  l.e.,  any  Items  which  are  usable 
for  activities  of  the  Institution  other  than 
research,  such  as  office  equipment  and  fur¬ 
nishings,  air  conditioning,  reproduction,  or 
printing  equipment,  motor  vehicles,  etc.  ov 
any  automatic  data  processing  equipment. 

b.  Research  equipment.  Approval  must  be 
obtained  to  acquire  with  Government  funds 
any  item  of  permanent  research  equipment 
costing  $1,000  or  more. 

14.  Fines  and  penalties.  Costr  resulting 
from  violations  of,  or  failure  of  the  Institu¬ 
tion  to  comply  with.  Federal,  State,  and 
local  laws  and  regulations  are  unallowable 
except  when  Incurred  as  a  result  of  compli¬ 
ance  with  specific  provisions  of  the  research 
agreement  or  Instructions  In  writing  from 
the  contracting  officer. 

15.  Insurance  and  indemnification,  a.  Costs 
of  insurance  required  or  approved,  and  main¬ 
tained,  pursuant  to  the  research  agreement, 
are  allowable. 

b.  Costs  of  other  Insurance  malnta'*  ed  by 
the  institution  In  connection  with  the  gen¬ 
eral  conduct  of  Its  activities,  are  allowable 
subject  to  the  following  notations;  (1) 
types  and  extent  and  cost  of  coverage  must 
be  In  accordance  with  sound  Institutional 
practice:  (2)  costs  of  Insurance  or  of  any  con¬ 
tributions  to  any  reserve  covering  the  risk 
of  loss  of  or  damage  to  Government-owned 
property  are  unallowable  except  to  the  ex¬ 
tent  that  the  Government  has  specifically 
required  or  approved  such  costs;  and  (3) 
costs  of  insurance  on  the  lives  of  officers  or 
trustees  are  unallowable  except  where  such 
Insurance  is  part  of  an  employee  plan  which 
is  not  unduly  restricted. 

c.  Contributions  to  a  reserve  for  an  ap¬ 
proved  self-insurance  program  are  allowable 
to  the  extent  that  the  types  of  coverage,  ex¬ 
tent  of  coverage,  and  the  rates  and  premi¬ 
ums  would  have  been  allowed  had  insurance 
been  purchased  to  cover  the  risks. 

d.  Actual  losses  which  could  have  been 
covered  by  permissible  Insurance  (through 
an  approved  self-insurance  program  or  other¬ 
wise)  are  unallowable  unless  expressly  pro¬ 
vided  for  In  the  research  agreement,  except 
that  costs  Incurred  because  of  losses  not 
covered  under  existing  deductible  clauses  for 
Insurance  coverage  provided  In  keeping  with 
sound  management  practice  as  well  as  minor 
losses  not  covered  by  insurance,  such  as 
spoilage,  breakage,  and  disappearance  of 
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small  band  tools,  which  occur  In  the  ordi¬ 
nary  course  of  operations,  are  allowable. 

e.  Indemnification  Includes  securing  the 
institution  against  liabilities  to  third  per¬ 
sons  and  other  losses  not  compensated  by 
insurance  or  otherwise.  The  Government  is 
obligated  to  indemnify  the  institution  only 
to  the  extent  expressly  provided  for  In  the 
research  agreement,  except  as  provided  in  d. 
above. 

16.  Interest,  fund  raising,  and  investment 
management  costs,  a.  Costs  Incurred  for  in¬ 
terest  on  borrowed  capital  or  temporary  use 
of  endowment  funds,  however  represented, 
are  unallowable. 

b.  Costs  of  organized  fund  raising,  includ¬ 
ing  financial  campaigns,  endowment  drives, 
solicitation  of  gifts  and  bequests,  and  similar 
expenses  Incurred  solely  to  raise  capital  or 
obtain  contributions,  are  not  allowable  under 
Government  research  agreements. 

c.  Costs  of  Investment  counsel  and  staff 
and  similar  expenses  Incurred  solely  to  en¬ 
hance  Income  frcmi  Investments  are  not  al¬ 
lowable  under  Government  research  agree¬ 
ments. 

d.  Costs  related  to  the  physical  custody 
and  control  of  monies  and  securities  are 
allowable. 

17.  Labor  relations  costs.  Costs  incurred  in 
maintaining  satlsfactcHy  relations  between 
the  institution  and  its  employees.  Including 
costs  of  labor  management  committees,  em¬ 
ployees’  publications,  and  other  related 
activities,  are  allowable. 

18.  Losses  on  other  research  agreements  or 
contracts.  Any  excess  of  costs  over  Income 
under  any  other  research  agreement  or  con¬ 
tract  of  any  nature  Is  unallowable.  This  in¬ 
cludes,  but  is  not  limited  to,  the  institution’s 
contributed  portion  by  reason  of  cost-shar¬ 
ing  agreements  or  any  rmder-recov«des 
through  negotiation  of  fiat  amoimts  for  in¬ 
direct  costs. 

19.  Maintenance  and  repair  costs.  Costs  in¬ 
curred  for  necessary  maintenance,  repair,  or 
upkeep  of  property  (Including  Government 
property  unless  otherwise  provided  for) 
which  neither  add  to  the  permanent  value 
of  the  prc^rty  nor  appreciably  prolong  its 
intended  life  but  keep  it  in  an  efficient  oper¬ 
ating  condition,  are  allowable. 

20.  Material  costs.  Costs  incurred  for  pur¬ 
chased  materials,  supplies,  and  fabricated 
parts  directly  or  Indirectly  related  to  the  re¬ 
search  agreement,  are  allowable.  Purchases 
made  specifically  for  the  research  agreement 
should  be  charged  thereto  at  their  actual 
prices  after  deducting  all  cash  discounts, 
trade  discormts,  rebates,  and  allowances  re¬ 
ceived  by  the  institution.  Withdrawals  from 
general  stores  or  stockrooms  should  be 
charged  at  their  cost  under  any  recognized 
method  of  pricing  sUK'es’  withdrawals  con¬ 
forming  to  sound  accounting  practices  con¬ 
sistently  followed  by  the  institution.  Incom¬ 
ing  transportation  charges  are  a  proper  part 
of  material  cost.  Direct  material  cost  should 
Include  only  the  materials  and  supplies  ac¬ 
tually  used  for  the  performance  of  the  re¬ 
search  agreement,  and  due  fcredlt  should  be 
given  fcM-  any  excess  materials  retained,  or 
returned  to  vendors.  Due  credit  should  be 
given  for  all  proceeds  or  value  received  for 
any  scrap  resulting  from  work  under  the 
research  agreement.  Where  Government- 
donated  or  furnished  material  is  used  in  per¬ 
forming  the  research  agreement,  such  mate¬ 
rial  will  be  used  without  charge. 

21.  Memberships,  subscriptions,  and  pro¬ 
fessional  activity  costs,  a.  Costs  of  the  in¬ 
stitution's  membership  in  civic,  business, 
technical,  and  professional  organizations  are 
allowable. 

b.  Costs  of  the  institution’s  subscriptions 
to  civic,  business,  professional,  and  technical 
periodicals  are  allowable. 

c.  Costs  of  meetings  and  conferences,  when 
the  primary  purpose  is  the  dissemination  of 
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technical  information,  are  allowable.  This  in¬ 
cludes  costs  of  meals,  transportation,  rental 
of  facilities,  and  other  items  incidental  to 
such  meetings  or  conferences. 

22.  Patent  costs.  Cost  of  preparing  dis¬ 
closures,  reports,  and  other  documents  re¬ 
quired  by  the  research  agreement  and  of 
searching  the  art  to  the  extent  necessary 
to  make  such  Invention  disclosures,  are  al¬ 
lowable.  In  accordance  with  the  clauses  of 
the  research  agreement  relating  to  patents, 
costs  of  preparing  documents  and  any  other 
patent  costs,  in  connection  with  the  filing 
of  a  patent  application  where  title  is  con¬ 
veyed  to  the  Government,  are  allowable.  (See 
also  section  J.33.) 

23.  Pension  plan  costs.  Costs  of  the  in¬ 
stitution’s  pension  plan  which  are  incurred 
in  accordance  with  the  established  policies 
of  the  institution  are  allowable,  provided 
such  policies  meet  the  test  of  reasonabler^ss 
and  the  methods  of  cost  allocation  are  not 
discriminatory,  and  provided  appropriate  ad¬ 
justments  are  made  for  credits  or  gains 
arising  out  of  normal  and  abnormal  employee 
turnover  or  any  other  contingencies  that 
can  result  in  fwfeitures  by  employees  which 
inure  to  the  benefit  of  the  institution. 

24.  Plant  security  costs.  Necessary  expenses 
Incurred  to  comply  with  Government  secur¬ 
ity  reqvUrements,  including  wages,  uniforms, 
and  equipment  of  personnel  engaged  in  plant 
protection,  are  allowable. 

25.  Preresearch  agreement  costs.  Costs  in¬ 
curred  prior  to  the  effective  date  of  the  re¬ 
search  agreraaent,  whether  or  not  they  would 
have  been  allowable  thereunder  if  incurred 
after  such  date,  are  unallowable  xmless  spe¬ 
cifically  set  forth  and  identified  in  the  re¬ 
search  agreement. 

26.  Professional  services  costs,  a.  Costs  of 
professional  services  rendered  by  the  naem- 
bers  of  a  particular  profession  who  are  not 
employees  of  the  institution  are  allowable 
subject  to  b.  and  c.  below,  when  reasonable 
in  relation  to  the  services  rendered  and  when 
not  contingent  upon  recovery  of  the  costs 
from  the  Government.  Retainer  fees  to  be 
allowable  must  be  reasonably  supported  by 
evidence  of  services  rendered. 

b.  Factors  to  be  considered  in  determining 
the  allowability  of  costs  in  a  particular  case 
include  (1)  the  past  pattern  of  such  costs, 
particularly  in  the  years  prior  to  the  award 
of  Govenunent  research  agreements;  (2) 
the  Impact  of  Government  research  agree¬ 
ments  on  the  institution’s  total  activity;  (3) 
the  nature  and  scope  of  managerial  services 
expected  of  the  institution’s  own  organiza¬ 
tions;  and  (4)  whether  the  proportion  of 
Government  work  to  the  institution’s  total 
activity  is  such  as  to  Influence  the  institu¬ 
tion  in  favor  of  incurring  the  cost,  particu¬ 
larly  where  the  services  rendered  are  not  of 
a  continuing  nature  and  have  little  relation¬ 
ship  to  work  under  Government  research 
agreements. 

c.  Costs  of  legal,  accounting,  and  consulting 
services,  and  related  costs,  Incurred  in  con¬ 
nection  with  orgranization  and  reorganiza¬ 
tion  or  the  prosecution  of  claims  against  the 
Government,  are  unallowable.  Costs  of  legal, 
accounting  and  consulting  services,  and  re¬ 
lated  costs.  Incurred  in  connection  with 
patent  infrigement  litigation,  are  unallow¬ 
able  unless  otherwise  provided  for  in  the 
research  agreement. 

27.  Profits  and  losses  on  disposition  of 
plant,  equipment,  or  other  capital  assets. 
Profits  or  losses  of  any  nature  arising  from 
the  sale  or  exchange  of  plant,  equipment,  or 
other  capital  assets,  including  sale  or  ex¬ 
change  of  either  short-  c»r  long-term  invest¬ 
ments,  shall  not  be  considered  in  computing 
research  agreement  costs. 

28.  Proposal  costs.  Proposal  costs  are  the 
costs  of  preparing  bids  or  proposals  on  po¬ 
tential  cA>vernment  and  nongovernment  re¬ 
search  agreements  or  projects.  Including  the 


development  of  engineering  data  and  cost 
data  necessary  to  support  the  institution’s 
bids  or  proposals.  Proposal  costs  of  the  cm- 
rent  accounting  period  of  both  successful 
and  unsuoKiessful  bids  and  proposals  nor¬ 
mally  should  be  treated  as  indirect  costs  and 
alloxiated  currently  to  all  activities  of  the 
institution,  and  no  proposal  (x>sts  of  past  ac¬ 
counting  periods  will  be  allocable  in  the 
current  period  to  the  Government  research 
agreement.  However,  the  institution’s  estab¬ 
lished  practices  may  be  to  treat  proposal 
costs  by  some  other  recognized  methcxl.  Re¬ 
gardless  of  the  method  used,  the  results  ob¬ 
tained  may  be  accepted  only  if  found  to  be 
reasonable  and  equitable. 

29.  Public  information  services  costs.  Costs 
of  news  releases  pertaining  to  specific  re¬ 
search  or  scientific  accomplishment  are  un¬ 
allowable  unless  specifically  authorized  by 
the  ^onsoring  agency. 

30.  Rearrangement  and  alteration  costs. 
Costs  incurred  for  ordinary  or  normal  re¬ 
arrangement  and  alteration  of  facilities  are 
allowable.  Special  arrangement  and  altera¬ 
tion  costs  incurred  specifically  for  the  proj¬ 
ect  are  allowable  when  such  work  has  been 
approved  in  advance  by  the  sponsoring 
agency  concerned. 

31.  Reconversion  costs.  Costs  Incurred. in 
the  restoration  or  rehabilitation  of  the  in¬ 
stitution’s  facilities  to  approximately  the 
same  condition  existing  Immediately  prior 
to  commencement  of  Government  research 
agreement  work,  fair  wear  and  tear  excepted, 
are  allowable. 

33.  Recruiting  costs,  a.  Subject  to  b.,  c., 
and  d.  below,  and  provided  that  the  size  of 
the  staff  recruited  and  maintained  is  in  keep¬ 
ing  with  workload  requirements,  costs  of 
“help  wanted’’  advertisi^,  operating  costs  of 
an  employment  office  necessary  to  secure  and 
maintain  an  adequate  staff,  costs  of  operating 
an  aptitude  and  educational  testing  program, 
travel  costs  of  employees  while  engaged  in 
recruiting  personnel,  travel  costs  of  appli¬ 
cants  for  interviews  for  prospective  employ¬ 
ment,  and  relocation  costs  Incurred  incident 
to  recruitment  of  new  employees,  are  allow¬ 
able  to  the  extent  that  such  costs  are  in¬ 
curred  pursuant  to  a  well-managed  recruit¬ 
ment  program.  Where  the  institution  \ises 
employment  agencies,  costs  not  in  excess  of 
standard  commercial  rates  for  such  services 
are  allowable. 

b.  In  publications,  costs  of  help-wanted 
advertising  that  includes  color,  includes  ad¬ 
vertising  material  for  other  than  recruitment 
purposes,  or  is  excessive  in  size  (taking  into 
consideration  recruitment  purposes  for  which 
intended  and  normal  institutional  practices 
in  this  respect),  are  unallowable. 

c.  Costs  of  help-wanted  advertising,  special 
emoluments,  fringe  benefits,  and  salary  al¬ 
lowances  inciured  to  attract  professional 
personnel  from  other  institutions  that  do  not 
meet  the  test  of  reasonableness  or  do  not 
conform  with  the  established  practices  of  the 
institution,  are  unallowable. 

d.  Where  relocation  costs  Incurred  incident 
to  recruitment  of  a  new  employee  have  been 
allowed  either  as  an  allocable  direct  or  in¬ 
direct  cost,  and  the  newly  hired  employee 
resigns  for  reasons  within  his  control  within 
12  months  after  hire,  the  institution  will  be 
required  to  refund  or  credit  such  relocation 
costs  to  the  Government. 

33.  Royalties  and  other  costs  for  use  of 
patents.  Royalties  on  a  patent  or  amortiza¬ 
tion  of  the  cost  of  acquiring  a  patent  or  in¬ 
vention  or  rights  thereto,  necessary  for  the 
proper  performance  of  the  research  agree¬ 
ment  and  applicable  to  tasks  or  processes 
thereunder,  are  allowable  unless  the  Govern¬ 
ment  has  a  license  or  the  right  to  free  use 
of  the  patent,  the  patent  has  been  adjudi¬ 
cated  to  be  invalid  or  has  been  administra¬ 
tively  determined  to  be  Invalid,  the  patent  is 
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considered  to  be  unenforceable,  or  the  patent 
has  expired. 

34.  Sabbatical  leave  coats.  Costa  of  leave  of 
absence  to  employees  tar  performance  of 
graduate  work  or  sabbatical  study,  travel,  or 
research,  are  allowable  provided  the  institu¬ 
tion  has  a  uniform  policy  on  sabbatical  leave 
for  persons  engaged  In  instruction  and  per¬ 
sons  engaged  in  research.  Such  costs  will  be 
allocated  on  an  equitable  basis  among  all 
appertaining  activities  of  the  institution. 
Where  sabbatical  leave  is  Included  in  fringe 
benefits  for  which  a  cost  is  determined  for 
assessment  as  a  direct  charge,  the  aggregate 
amount  of  such  assessments  applicable  to  all 
work  of  the  institution  during  the  base 
period  must  be  reasonable  in  relation  to  the 
institution’s  actual  experience  under  its  sab¬ 
batical  leave  policy, 

35.  Scholarships  and  student  aid  coats. 
Costs  of  scholarships,  fellowships  and  other 
forms  of  student  aid  apply  only  to  instruc¬ 
tion  and  therefore  are  not  allocable  to  re¬ 
search  agreements,  either  as  direct  costs  or 
indirect  costs.  However,  in  the  case  of  stu¬ 
dents  actually  engaged  in  work  under  re¬ 
search  agreements,  any  tuition  remissions  to 
such  students  for  work  performed  are  al¬ 
locable  to  such  research  agreements  provided 
consistent  treatment  Is  accorded  such  costs. 
(See  section  J.39.) 

36.  Severance  pay.  a.  Severance  pay  is  com¬ 
pensation  in  addition  to  regular  salaries  and 
wages  which  is  paid  by  an  Institution  to  em¬ 
ployees  whose  services  are  being  terminated. 
Costs  of  severance  pay  are  allowable  only  to 
the  extent  that  such  payments  are  required 
by  law,  by  employer-employee  agreement,  bj 
established  policy  that  constitutes  in  effect 
an  implied  agreement  on  the  institution’s 
part,  or  by  circumstances  of  the  particular 
employment. 

b.  Severance  payments  that  are  due  to 
normal,  recurring  turnover  and  which  other¬ 
wise  meet  the  conditions  of  a.  above  may  be 
allowed  provided  the  actual  costs  of  such 
severance  payments  are  regarded  as  expenses 
applicable  to  the  current  fiscal  year  and  are 
equitably  distributed  among  the  Institution’s 
activities  during  that  period. 

c.  Severance  payments  that  are  due  to  ab¬ 
normal  or  mass  terminations  are  of  such  con¬ 
jectural  nature  that  allowability  must  be 
determined  on  a  case-by-case  basis.  However, 
the  Government  recognizes  its  obligation  to 
participate,  to  the  extent  of  its  fair  share,  in 
any  specific  payment. 

37.  Specialized  service  facilities  operated 
by  institution,  a.  The  costs,  including 
amortization  by  generally  accepted  account¬ 
ing  practice,  of  institutional  services  involv¬ 
ing  the  use  of  highly  complex  and  specialized 
facilities  such  as  electronic  computers,  in¬ 
cluding  the  cost  of  adapting  computers  for 
rise,  wind  tunnels,  and  reactors  are  allowable 
provided  the  charges  therefor  meet  the  con¬ 
ditions  of  b.  or  c.  below,  and  otherwise  take 
into  account  any  Items  of  income  or  Federal 
financing  that  qualify  as  applicable  credits 
under  section  C.6. 

b.  ’The  costs  of  such  Institutional  services 
normally  will  be  charged  directly  to  applica¬ 
ble  research  agreements  based  on  actual  us¬ 
age  or  occupancy  of  the  facilities  on  the  basis 
of  a  schedule  of  rates  that  (1)  Is  designed  to 
recover  only  aggregate  costs  of  providing  such 
services  over  a  long  term  agreed  upon  in  ad¬ 
vance  by  the  cognizant  Federal  agency  on  an 
individual  basis,  and  (2)  is  applied  on  a  non- 
dlscriminatory  basis  as  between  organized 
research  and  other  work  of  the  Institution, 
including  usage  by  the  institution  for  in¬ 
ternal  purposes.  Commercial  or  accommoda¬ 
tion  sales  of  computer  services  will  be  charged 
at  not  less  than  the  above  rates;  however, 
if  the  rates  charged  for  these  services  are 
greater,  the  total  amount  of  charges  above 
the  scheduled  rates  when  significant  may  be 
considered  in  tevlslng  the  schedule  of  rates. 


Further,  within  the  constraints  of  this  para¬ 
graph,  it  is  not  necessary  that  the  rates 
charged  for  services  be  equal  to  the  cost  of 
providing  those  services  during  any  one  fiscal 
year. 

c.  In  the  absence  of  an  acceptable  arrange¬ 
ment  for  direct  costing  as  provided  in  b. 
above,  the  costs  Incurred  for  such  institu¬ 
tional  services  may  be  assigned  to  research 
agreements  as  indirect  costs,  provided  the 
methods  used  achieve  substantially  the  same 
results.  Such  arrangements  should  be  worked 
out  in  coordination  with  the  cognizant  Fed¬ 
eral  agency  in  order  to  assure  equitable  dls- 
tribtulon  of  the  indirect  costs. 

38.  Special  services  costs.  Costs  Incurred  for 
general  public  relations  activities,  catalogs, 
alumni  activities,  and  similar  services,  are 
unallowable. 

39.  Staff  benefits,  a.  Staff  benefits  in  the 
form  of  regulfu*  compensation  paid  to  em¬ 
ployees  during  periods  of  authorized  absences 
from  the  Job,  such  as  for  annual  leave,  sick 
leave,  military  leave,  and  the  like,  are  allow¬ 
able  provided  such  costs  are  absorbed  by  all 
institutional  activities,  including  organized 
research,  in  proportion  to  the  relative 
amount  of  time  or  effort  actually  devoted 
to  each.  (See  section  J.34.  for  treatment  of 
sabbatical  leave.) 

b.  Staff  benefits  in  the  form  of  employer 
contributions  or  expenses  for  social  security, 
employee  Insiuance,  wiM-kmen’s  compensa¬ 
tion  Insurance,  the  pension  plan  (see  sec¬ 
tion  J.23.) ,  tuition  or  remission  of  tuition  for 
individual  employees  or  their  families  (see 
section  J.35.) .  and  the  like,  are  allowable  pro¬ 
vided  such  benefits  are  granted  in  accordance 
with  established  institutional  policies,  and 
provided  such  contributions  and  other  ex¬ 
penses,  whether  treated  as  indirect  costs  or 
as  an  Increment  of  direct  labor  costs,  are  dis¬ 
tributed  to  particular  research  agreements 
and  other  activities  In  a  manner  consistent 
with  the  pattern  of  benefits  accruing  to  the 
individuals  or  groups  of  employees  whose 
salaries  and  wages  are  chargeable  to  such  re¬ 
search  agreements  and  other  activities. 

40.  Student  activity  costa.  Costs  incurred 
for  Intramural  activities,  student  publica¬ 
tions,  student  clubs,  and  other  student  activ¬ 
ities,  apply  only  to  instruction  and  therefore 
are  not  allocable  to  research  agreements, 
either  as  direct  costs  or  indirect  costs. 

41.  Student  services  coats.  Costs  of  the 
deans  of  students,  administration  of  student 
affairs,  registrar,  placement  offices,  student 
advisers,  student  health  and  infirmary  serv¬ 
ices,  and  such  other  activities  as  are  identifi¬ 
able  with  student  services  apply  only  to  in¬ 
struction  and  therefore  are  not  allocable  to 
research  agreements,  either  as  direct  costs 
or  indirect  costs.  However,  in  the  case  of 
students  actually  engaged  in  work  under  re¬ 
search  agreements,  a  proportion  of  student 
services  costs  measured  by  the  relationship 
between  hours  of  work  by  students  on  such 
research  work  and  total  student  hours  in¬ 
cluding  all  research  time  may  be  allowed  as 
a  part  of  research  administration  expenses. 

42.  Taxes,  a.  In  general,  taxes  which  the 
Institution  is  required  to  pay  and  which  are 
paid  or  accrued  in  accordance  with  generally 
accepted  accounting  principles,  and  pay¬ 
ments  made  to  local  governments  in  lieu  of 
taxes  which  are  commensurate  with  the  local 
government  services  received  are  allowable, 
except  for:  (1)  taxes  from  which  exemptions 
are  available  to  the  Institution  directly  or 
which  are  available  to  the  Institution  based 
on  an  exemption  afforded  the  Government 
and  in  the  latter  case  when  the  sponsoring 
agency  makes  available  the  necessary  exemp¬ 
tion  certificates,  and  (2)  special  assessments 
on  land  which  represent  capital  improve¬ 
ments. 

b.  Any  refund  of  taxes.  Interest,  or  penal¬ 
ties,  and  any  payment  to  the  institution  of 
interest  thereon,  attributable  to  taxes,  inter¬ 


est,  or  penalties  which  were  allowed  as  re¬ 
search  agreement  costs,  will  be  credited  or 
paid  to  the  Govenunent  in  the  manner  di¬ 
rected  by  the  Government  provided  any  in¬ 
terest  actually  paid  or  credited  to  an  institu¬ 
tion  Incident  to  a  refund  of  tax,  interest  and 
penalty  will  be  paid  or  credited  to  the  Gov¬ 
ernment  only  to  the  extent  that  such  interest 
accrued  over  the  period  during  which  the 
institution  had  been  reimbursed  by  the  Gov¬ 
ernment  for  the  taxes,  interest,  and  penalties. 

43.  Transportation  coats.  Costs  Incurred  for 
freight,  express,  cartage,  postage,  and  other 
transportation  services  relating  either  to 
goods  purchased,  in  process,  or  delivered,  are 
allowable.  When  such  costs  can  readily  be 
identified  with  the  items  Involved,  they  may 
be  charged  directly  as  transportation  costs  or 
added  to  the  cost  of  such  items.  Where  iden¬ 
tification  with  the  materials  received  cannot 
readily  be  made.  Inbound  transportation 
costs  may  be  charged  to  the  appropriate  in¬ 
direct  cost  accoimts  if  the  institution  follows 
a  consistent,  equitable  procedure  in  this  re¬ 
spect.  Outbound  freight,  if  reimbursable 
under  the  terms  of  the  research  agreement, 
should  be  treated  as  a  direct  cost. 

44.  Travel  costs,  a.  Travel  costs  are  the 
expenses  for  transportation,  lodging,  sub¬ 
sistence,  and  related  items  Incurred  by  em¬ 
ployees  who  are  in  travel  status  on  official 
business  of  the  institution.  Such  costs  may  be 
charged  on  an  actual  basis,  on  a  per  diem 
or  mileage  basis  in  lieu  of  actual  costs  in¬ 
curred,  or  on  a  combination  of  the  two,  pro¬ 
vided  the  method  used  is  applied  to  an  en¬ 
tire  trip  and  not  to  selected  days  of  the  trip, 
and  results  in  charges  consistent  with  those 
normally  allowed  by  the  Institution  in  its 
regular  operations. 

b.  Travel  costs  are  allowable  subject  to 
c.,  d.,  e.,  and  f.  below,  when  they  are  di¬ 
rectly  attributable  to  specific  work  under 
a  research  agreement  or  are  incurred  in  the 
normal  course  of  administration  of  the  insti¬ 
tution  or  a  department  or  research  program 
thereof. 

c.  The  difference  in  cost  between  first-class 
air  accommodations  and  less  than  first-class 
air  accommodations  is  unallowable  except 
when  less  than  first-class  air  accommoda¬ 
tions  are  not  reasonably  available  to  meet 
necessary  mission  requirements,  such  as 
where  less  than  first-class  accommodations 
would : 

(1)  Require  circuitous  routing,  (2)  require 
travel  during  unreasonable  hours,  (3)  greatly 
Increase  the  duration  of  the  fiight,  (4)  re¬ 
sult  in  additional  costs  which  would  offset 
the  transportation  savings,  or  (5)  offer  ac¬ 
commodations  which  are  not  reasonably  ade¬ 
quate  for  the  medical  needs  of  the  traveler. 

d.  Costs  of  personnel  movements  of  a  spe¬ 
cial  or  mass  nature  are  allowable  only  when 
authorized  or  iq)proved  in  writing  by  the 
sponsoring  agency  or  its  authorized 
representative. 

e.  Foreign  travel  costs  are  allowable  only 
when  the  travel  has  received  specific  prior 
approval.  Each  separate  foreign  trip  must  be 
specifically  approved.  For  purposes  of  this 
provision,  foreign  travel  is  defined  as  "any 
travel  outside  of  Canada  and  the  United 
States  and  its  territories  and  possessions.” 

f .  Expenditures  for  domestic  travel  may  not 
exceed  $500,  or  125  percent  of  the  amount 
allotted  for  such  travel  by  the  sponsoring 
agency,  whichever  is  greater,  except  with 
approval. 

45.  Termination  costa  applicable  to  re¬ 
search  agreements,  a.  Termination  of  re¬ 
search  agreements  generally  gives  rise  to 
the  incurrence  of  costs  or  to  the  need  for 
special  treatment  of  costs,  which  would  not 
have  arisen  had  the  agreement  not  been 
terminated.  Items  peculiar  to  termination 
are  set  forth  below.  They  are  to  be  used  in 
conjunction  with  all  other  provisions  of  this 
Appendix  in  the  case  of  termination. 
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b.  Hie  cost  of  common  items  of  material 
reasonably  usable  on  the  institution’s  other 
work  will  not  be  allowable  unless  the  institu¬ 
tion  submits  evidence  that  it  could  not  re¬ 
tain  such  items  at  cost  without  sustaining 
a  loss.  In  deciding  whether  such  items  are 
reasonably  usable  on  other  work  of  the  in¬ 
stitution,  consideration  should  be  given  to 
the  institution’s  plans  and  orders  for  cur¬ 
rent  and  scheduled  work.  Contemporaneous 
purchases  of  common  items  by  the  institu¬ 
tion  wUl  be  regarded  as  evidence  that  such 
items  are  reasonably  usable  on  the  institu¬ 
tion’s  other  work.  Any  acceptance  of  common 
items  as  allowable  to  the  terminated  portion 
of  the  agreement  should  be  limited  to  the 
extent  that  the  quantities  of  such  items 
on  hand,  in  transit,  and  on  order  are  in  ex¬ 
cess  of  the  reasonable  quantitative  require¬ 
ments  of  other  work. 

c.  If  in  a  particular  case,  despite  all  reason¬ 
able  efforts  by  the  institution,  certain  costs 
cannot  be  discontinued  Immediately  after 
the  effective  date  of  termination,  such  costs 
are  generally  allowable  within  the  limitations 
set  forth  in  this  Appendix,  except  that  any 
such  costs  continuing  after  termination  due 
to  the  negligent  or  willful  failure  of  the  in¬ 
stitution  to  discontinue  such  costs  will  be 
considered  unacceptable. 

d.  Loss  of  useful  value  of  special  tooling, 
and  special  machinery  and  equipment  is  gen¬ 
erally  allowable,  provided:  (1)  such  special 
tooling,  machinery,  or  equipment  is  not 
reasonably  capable  of  use  in  the  other  work 
of  the  institution;  (2)  the  interest  of  the 
Government  is  protected  by  transfer  of  title 
or  by  other  means  deemed  appropriate  by 
the  contracting  officer  or  equivalent;  and 
(3)  the  loss  of  useful  value  as  to  any  one 
terminated  agreement  is  limii.ed  to  that  por¬ 
tion  of  the  acquisition  cost  which  bears  the 
same  ratio  to  the  total  acquisition  cost  as 
the  terminated  portion  of  the  agreement 
bears  to  the  entire  terminated  agreement  and 
other  Government  agreements  for  which  the 
special  tooling,  special  machinery,  or  equip¬ 
ment  was  acquired. 

e.  Rental  costs  under  unexplred  leases  are 
generally  allowable  where  clearly  shown  to 
have  been  reasonably  necessary  for  the  per¬ 
formance  of  the  terminated  agreement,  less 
the  residual  value  of  such  leases,  if;  (1) 
the  amount  of  such  rental  claimed  does  not 
exceed  the  reasonable  use  value  of  the  prop¬ 
erty  leased  for  the  period  of  the  agreement 
and  such  further  period  as  may  be  reason¬ 
able;  and  (2)  the  institution  makes  all 
reasonable  efforts  to  terminate,  assign,  set¬ 
tle,  or  otherwise  reduce  the  cost  of  such 
lease.  There  also  may  be  Included  the  cost 
of  alterations  of  such  leased  property,  pro¬ 
vided  such  alterations  were  necessary  for  the 
performance  of  the  agreement,  and  of  reason¬ 
able  restoration  required  by  the  provisions 
of  the  lease. 

f.  Settlement  expenses  including  the  fol¬ 
lowing  are  generally  allowable:  (1)  account¬ 
ing.  legal,  clerical,  and  similar  costs  reason¬ 
ably  necessary  for  the  preparation  and  pres¬ 
entation  to  contracting  officers  or  equivalent 
of  settlement  claims  and  supporting  data 
with  respect  to  the  terminated  portion  of  the 
agreement,  and  the  termination  and  settle¬ 
ment  of  subagreements:  and  (2)  reasonable 
costs  for  the  storage,  transportation,  protec¬ 
tion,  and  disposition  of  property  provided 
by  the  Government  or  acquired  or  pro<Juced 
by  the  institution  for  the  agreement. 

g.  Claims  under  subagreements,  including 
the  allocable  portion  of  claims  which  are 
common  to  the  agreement  and  to  other  work 
of  the  institution,  are  generally  allowable. 

K.  Certification  of  charges.  To  assure  that 
expenditures  for  research  grants  and  con¬ 
tracts  are  proper  and  in  accordance  with  the 
research  agreement  documents  and  approved 
project  budgets,  the  annual  and/or  final 
fiscal  reports  or  vouchers  requesting  pay¬ 


ment  under  research  agreements  will  include 
a  certification,  signed  by  an  authorized  offi¬ 
cial  of  the  university,  which  reads  essentially 
as  follows:  “I  certify  that  all  expenditures 
reported  (or  payments  requested)  are  for 
appropriate  purposes  and  in  accordance  with 
the  agreements  set  forth  in  the  application 
and  award  documents." 

PAST  II — PKINCIPLXS  FOB  DETERMINING  COSTS 

APPLICABLE  TO  TRAINING  AND  OTHER  EDUCA¬ 
TIONAL  SERVICES  UNDER  GRANTS  AND  CON¬ 
TRACTS  WITH  EDUCATIONAL  INSTITUTIONS 

A.  Purpose.  This  part  extends  the  scope  of 
Part  I  To  cover  the  determination  of  costs 
incurred  by  educational  institutions  under 
Federal  grants  and  contracts  for  training 
and  other  educational  services. 

B.  Application.  The  Department  of  Health, 
Education  and  Welfare  will  use  Parts  I  and  n 
of  this  Appendix  as  a  basis  for  determining 
allowable  costs  under  grants  and  cost  re¬ 
imbursement  type  contracts  with  educa¬ 
tional  Institutions  for  work  performed 
under  federally  supported  education  service 
agreements. 

C.  Terminology.  ’The  following  definitions 
are  to  be  used  in  determining  the  indirect 
cost  of  federally  sponsored  training  and  other 
educational  services  under  this  Part  II : 

1.  Educational  service  agreement  means 
any  grant  or  contract  under  which  Federal 
financing  is  provided  on  a  cost  reimburse¬ 
ment  basis  for  all  or  an  agreed  portion  of 
the  costs  Incurred  for  training  or  other  edu¬ 
cational  services.  Typical  of  the  work  covered 
by  educational  service  agreements  are  sum¬ 
mer  institutes,  special  training  programs  for 
selected  participants,  professional  or  techni¬ 
cal  services  to  cooperating  countries,  the  de¬ 
velopment  and  introduction  of  new  or  ex¬ 
panded  courses,  and  similar  instructional 
oriented  undertakings,  including  special  re¬ 
search  training  programs,  that  are  separately 
budgeted  and  accounted  for  by  the  institu¬ 
tion. 

The  term  does  not  extend  to:  (a)  grants 
or  contracts  for  organized  research,  (b)  ar¬ 
rangements  under  which  the  Federal 
financing  is  exclusively  in  the  form  of  schol¬ 
arships,  fellowships,  traineeships,  or  other 
fixed  amounts  such  as  a  cost  of  education 
allowance  or  the  normal  published  tuition 
rates  and  fees  of  an  institution,  or  (c)  con¬ 
struction,  facility  and  exclusively  general 
resource  or  insttiutional-type  grants. 

2.  Instruction  means  all  of  the  academic 
work  other  than  organized  re.search  carried 
on  by  an  institution.  Including  the  teach¬ 
ing  of  graduate  and  undergraduate  courses, 
departmental  research  (sec  section  B.2.  of 
Part  I)  and  all  special  training  or  other 
Instructlonal-oriented  projects  sponsored  by 
the  Federal  Government  or  others  under  edu¬ 
cational  service  agreements. 

D.  Student  administration  and  seriHces.  In 
addition  to  the  five  major  functional  cate¬ 
gories  of  indirect  costs  described  in  section 
F  of  Part  I,  there  is  established  an  addi¬ 
tional  category  under  the  title  "Student  ad¬ 
ministration  and  services’’  to  embrace  the 
following : 

1.  ’The  expenses  in  this  category  are  those 
that  have  been  incurred  for  the  administra¬ 
tion  of  student  affairs  and  for  services  to 
students,  including  expenses  of  such  activi¬ 
ties  as  deans  of  students,  admissions,  regis¬ 
trar,  counseling  and  placement  services, 
student  advisers,  student  health  and  in¬ 
firmary  services,  catalogs,  and  commence¬ 
ments  and  convocations.  The  salaries  of 
members  of  the  academic  staff  whose  aca¬ 
demic  appointments  or  assignments  involve 
the  performance  of  such  administrative  or 
service  work  may  also  be  Included  to  the 
extent  that  the  portion  so  charged  is  sup¬ 
ported  pursuant  to  section  J.2.  of  Part  I.  The 
student  administration  and  services  category 
also  includes  the  staff  benefit  and  pension 


plan  costs  applicable  to  the  salaries  and 
wages  Included  therein,  an  appropriate  share 
of  the  cost  of  the  operation  and  maintenance 
of  the  physical  plant,  and  charges  repre¬ 
senting  use  allowance  or  depreciation  appli¬ 
cable  to  the  buildings  and  equipment  utilized 
in  the  performance  of  the  functions  Included 
in  this  category. 

2.  The  expenses  in  this  category  are  gener¬ 
ally  applicable  in  their  entirety  to  the  in¬ 
struction  activity.  ’They  should  be  allocated 
to  applicable  cost  objectives  within  the  in¬ 
struction  activity,  including  educational 
service  agreements,  when  such  agreements 
resisonably  benefit  from  these  expenses.  Such 
expenses  should  be  allocated  on  the  basis  of 
population  served  (computed  on  the  basis 
of  full-time  equivalents  including  students, 
faculty,  and  others  as  appropriate)  or  other 
methods  which  will  result  in  an  equitable 
distribution  to  cost  objectives  in  relation  to 
the  benefits  received  and  be  consistent  with 
guides  provided  in  section  E.2.  of  Part  I. 

E.  Direct  costs  of  educational  service  agree¬ 
ments.  Direct  costs  of  work  performed  under 
educational  service  agreements  will  be  de¬ 
termined  consistent  with  the  principles  set 
forth  in  section  D  of  Part  I. 

P.  Indirect  costs  of  the  instruction  activity. 
The  indirect  costs  of  the  instruction  activity 
as  a  whole  should  include  its  allocated  share 
of  administrative  and  supportive  costs  de¬ 
termined  in  accordance  with  the  principles 
set  forth  in  section  D  above  and  in  section 
F  of  Part  I.  Such  costs  may  include  other 
items  of  Indirect  cost  Incurred  solely  for  the 
instruction  activity  and  not  Included  in  the 
general  allocation  of  the  various  categories 
of  indirect  expenses.  Costs  incurred  for  the 
institutions  by  State  and  local  governments 
are  allowable  as  provided  for  in  section  C.6. 
of  Part  I. 

O.  Indirect  costs  applicable  to  educational 
service  agreements.  The  individual  items  of 
indirect  costs  applicable  to  the  Instruction 
activity  as  a  whole  should  be  assigned  to: 
(1)  educational  service  agreements,  and  (2) 
all  other  Instructional  work  through  use  of 
appropriate  cost  groupings,  selected  distri¬ 
bution  bases,  and  other  reasonable  methods 
as  outlined  in  section  E.2.  of  Part  I.  A  single 
indirect  pool  may  be  used  for  all  educational 
service  agreements  provided  this  results  in 
a  reasonably  equitable  distribution  of  costs 
among  agreements  in  relation  to  Indirect 
support  services  provided.  However,  when  the 
level  of  indirect  support  significantly  varies 
for  work  performed  either  on  campus  or  off 
campus  under  a  particular  agreement  or 
group  of  agreements,  separate  cost  pools 
should  be  established  consistent  with  the 
principles  set  forth  in  section  G.l.b.  of  Part 
I.  Where  direct  charges  are  provided  for 
under  educational  service  agreements  for 
such  things  as  commencement  fees,  student 
fees,  and  tuition,  the  related  indirect  costs, 
through  separate  cost  groupings,  should  be 
excluded  from  the  Indirect  costs  allocable 
to  the  service  agreements. 

H.  Indirect  cost  rates  for  educational  serv¬ 
ice  agreements.  An  indirect  cost  rate  should 
be  determined  for  the  educational  service 
agreement  pool  or  pools,  as  established  un¬ 
der  section  G  above.  ’The  rate  in  each  case 
should  be  stated  as  the  percentage  which 
the  amount  of  the  particular  educational 
service  agreement  pool  is  of  the  total  direct 
salaries  and  wages  of  all  educational  service 
agreements  identified  with  such  pool.  Indi¬ 
rect  costs  should  be  distributed  to  individual 
agreements  by  applying  the  rate  or  rates 
established  to  direct  salaries  and  wages  for 
each  agreement.  When  a  fixed  rate  is  negoti¬ 
ated  in  advance  of  a  fiscal  year,  the  over-  or 
under-recovery  for  that  year  may  be  Included 
as  an  adjustment  to  the  indirect  cost  for 
the  next  rate  negotiation  as  in  sections  G.4. 
and  G.6.  of  Part  I. 

I.  General  standards  for  selected  items  of 
cost.  The  standards  for  selected  items  of 
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cost  as  set  forth'  In  sections  J.l.  through 

J.46.  of  Part  I  applicable  to  research  a/gree- 
ments  will  also  be  applied  to  educational 
service  agreements  with  the  following  modi¬ 
fications: 

1.  Commencement  and  convocation  costa 
(J.S.).  Expenses  incurred  for  convocations 
and  commencements  apply  to  the  instruction 
activity  as  a  whole.  Such  expenses  are  un¬ 
allowable  as  direct  costs  of  educational  serv¬ 
ice  agreements  unless  specifically  authorized 
in  the  agreement  or  approved  In  writing  by 
the  sponsoring  agency.  For  eligibility  of  al¬ 
location  as  indirect  costs,  see  section  D. 

2.  Compensation  for  personal  services 
(J.7.).  Charges  to  educational  service  agree¬ 
ments  for  personal  services  will  normally  be 
determined  and  supported  consistent  with 
the  provisions  of  section  J.7.  of  Part  I.  How¬ 
ever,  the  provision  for  stipulated  salary  sup¬ 
port  will  not  be  used  for  educational  service 
agreements.  Also,  charges  may  Include  com¬ 
pensation  In  excess  of  the  base  salary  of  a 
faculty  member  for  the  conduct  of  courses 
outside  the  normal  duties  of  such  member 
provided  that:  (a)  extra  charges  are  deter¬ 
mined  at  a  rate  not  greater  than  the  basic 
salary  rate  of  the  member;  (b)  salary  pay¬ 
ments  for  such  work  follow  practices  con¬ 
sistently  applied  within  the  Institution;  and 
(c)  specific  authorization  for  such  charges 
Is  Included  in  the  educational  service 
agreement. 

3.  Scholarships  and  student  aid  coats 
(J.35.).  Expenses  Incurred  for  scholarships 
and  student  aid  are  unallowable  as  either 
direct  costs  or  Indirect  costs  of  educational 
service  agreements,  unless  specifically  au¬ 
thorized  In  the  educational  service  agree¬ 
ment  or  approved  In  writing  by  the 
sponsoring  agency. 

4.  Student  activity  costs  (J.40.).  Expenses 
Incurred  for  student  activities  are  unallow¬ 
able  as  either  direct  costs  or  Indirect  costs 
of  educational  service  agreements,  unless 
specifically  authorized  In  the  educational 
service  agreement  or  approved  In  writing  by 
the  sponsoring  agency. 

5.  Student  services  costs  (J.41.).  Expenses 
Incurred  for  student  services  are  unallowable 
as  direct  costs  of  educational  service  agree¬ 
ments  unless  specifically  authorized  in  the 
agreement  or  approved  in  writing  by  the 
sponsoring  agency.  For  eligibility  of  alloca¬ 
tion  as  Indirect  costs,  see  section  D. 

Appendix  E — Principles  for  Deteriwining 

Costs  Applicable  to  Research  and  Devel¬ 
opment  Under  Grants  and  Contracts 

With  Hospitals 

I.  purpose  and  scope 

A.  Objectives.  This  appendix  provides  prin¬ 
ciples  for  determining  the  costs  applicable  to 
research  and  development  work  performed 
by  hospitals  under  grants  and  contracts  with 
the  Department  of  Health,  Education  and 
Welfare.  These  principles  are  confined  to  the 
subject  of  cost  determination  and  make  no 
attempt  to  Identify  the  circumstances  or  dic¬ 
tate  the  extent  of  hospital  participation  in 
the  financing  of  a  particular  research  or 
development  project.  The  principles  are  de¬ 
signed  *to  provide  recognition  of  the  full  al¬ 
located  costs  of  such  research  work  under 
generally  accepted  accounting  principles. 
These  principtles  will  be  applicable  to  both 
proprietary  and  non-profit  hospitals.  No  pro¬ 
vision  for  profit  or  other  Increment  above  cost 
Is  provided  for  In  these  principles.  However, 
this  is  not  to  be  Interpreted  as  precluding  a 
negotiated  fee  between  contracting  parties 
when  a  fee  is  appropriate. 

B.  Policy  guides.  The  successful  applica¬ 
tion  of  these  principles  requires  develop¬ 
ment  of  mutual  understanding  between  rep¬ 
resentatives  ot  hospitals  and  of  the  Depart¬ 
ment  of  Health,  Education  and  Welfare  as 


to  their  scope,  applicability  and  Interpreta¬ 
tion.  It  Is  recognized  that: 

1.  The  arrangements  tar  hospital  partici¬ 
pation  in  the  financing  of  a  research  and  de¬ 
velopment  project  are  properly  subject  to 
negotiation  between  the  agency  and  the  hos¬ 
pital  concerned  in  accordance  with  such 
Government-wide  criteria  as  may  be 
applicable. 

2.  Each  hospital,  possessing  Its  own  unique 
combination  of  st^,  facilities  and  experi¬ 
ence,  should  be  encouraged  to  conduct  re¬ 
search  In  a  manner  consonant  with  Its  own 
Institutional  philosophies  and  Objectives. 

3.  Each  hospital  In  the  fulfillment  of  Its 
contractual  obligations  should  be  expected 
to  employ  sound  management  practices. 

4.  The  application  of  the  principles  estab¬ 
lished  herein  shall  be  In  conformance  with 
the  generally  accepted  accounting  practices 
of  hospitals. 

5.  Hospitals  receive  reimbursements  from 
the  Federal  Government  fw  differing  tynes 
of  services  under  various  programs  sucb  as 
support  of  Research  and  Development  in¬ 
cluding  discrete  clinical  centers)  Health 
Services  Ih’ojects.  Medicare,  etc.  It  Is  essen¬ 
tial  that  consistent  procedures  for  determin¬ 
ing  reimbursable  costs  for  similar  services 
be  employed  without  regard  to  program  dif¬ 
ferences.  Therefore,  both  the  direct  and  In¬ 
direct  costs  of  research  programs  must  be 
Identified  as  a  cost  center(s)  for  the  cost 
finding  and  step-down  requirements  of  the 
Medicare  program,  or  In  Its  absence  the 
Medicaid  proeram. 

C.  Apnlication.  All  operating  agencies  with¬ 
in  the  Department  of  Health.  Education  and 
Welfare  that  sponsor  research  and  develop¬ 
ment  work  In  hospitals  wUl  apply  the.se 
principles  and  related  policy  guides  In  deter¬ 
mining  the  costs  Incurred  for  such  work  un¬ 
der  grants  and  cost-reimbursement  tvpe  con¬ 
tracts  and  subcontracts.  The.se  principles  will 
also  he  used  as  a  guide  In  the  pricing  of  fixed- 
price  contracts  and  Subcontracts. 

n.  DEFINITTONS  OP  TERMS 

A.  “Organized  research"  means  all  re¬ 
search  activities  of  a  hospital  that  may  be 
Identified  whether  the  support  for  such  re¬ 
search  Is  from  a  federal,  non-federal  or 
Internal  source. 

B.  “Departmental  rc.search”  means  re¬ 
search  activities  that  are  not  separately 
budgeted  and  accounted  for.  Such  work, 
which  Includes  all  research  activities  not 
encompassed  under  the  term  organized  re¬ 
search,  Is  regarded  for  purposes  of  this  docu¬ 
ment  as  a  part  of  the  patient  care  activities 
of  the  hospital. 

C.  “Research  agreement"  means  any  valid 
arrangement  to  perform  federally-sponsored 
research  or  development  Including  grants, 
cost-reimbursement  type  contracts,  cost- 
reimbursement  type  sub-contracts,  and  fixed- 
price  contracts  and  sub-contracts. 

D.  “Instruction  and  training"  means  the 
formal  or  Informal  programs  of  educating 
and  training  technical  and  professional 
health  services  personnel,  primarily  medical 
and  nursing  training.  This  activity.  If  sepa¬ 
rately  budgeted  or  Identifiable  with  specific 
costs,  should  be  considered  as  a  cost  objec- 
tiye  for  purposes  of  indirect  cost  allocations 
and  the  development  of  patient  care  costs. 

E.  “Other  hospital  activities"  means  all 
organized  activities  of  a  hospital  not  Im¬ 
mediately  related  to  the  patient  care,  re¬ 
search,  and  Instructional  and  training  func¬ 
tions  which  produce  Identifiable  revenue 
from  the  performance  of  these  activities.  If 
a  non-related  activity  does  not  produce 
Identifiable  revenue.  It  may  be  necessary  to 
allocate  this  expense  using  an  appropriate 
basis.  In  such  a  case,  the  activity  may  be 
included  as  an  allocable  cost  (See  para,  in  D 
below.)  Also  Included  under  this  definition 


is  any  category  of  cost  treated  as  “Unallow¬ 
able,"  provided  such  category  of  cost  Identi¬ 
fies  a  function  or  activity  to  which  a  portion 
of  the  Institution’s  Indirect  cost  (as  defined 
in  para.  V.  A.)  are  properly  allocable. 

F.  “Patient  care”  means  those  departments 
or  cost  "^enters  which  render  routine  or 
ancillary  services  to  In-patlents  and/or  out¬ 
patients.  As  used  In  para.  IX  B.23,  it  means 
the  cost  of  these  services  applicable  to 
patients  Involved  In  research  programs. 

G.  “Allocation”  means  the  process  by 
which  the  Indirect  costs  are  assigned  as 
between : 

1.  Organized  research. 

2.  Patient  care  including  departmental 
research, 

3.  Instruction  and  training,  and 

4.  Other  hospital  activities. 

H.  “Cost  center"  means  an  identifiable 
department  or  area  (including  research) 
within  the  hospital  which  has  been  assigned 
an  account  number  In  the  hospital  account¬ 
ing  system  for  the  purpose  of  accumulating 
expense  by  department  or  area. 

I.  “Cost  finding”  Is  the  process  of  recast¬ 
ing  the  data  derived  from  the  accounts  ordi¬ 
narily  kept  by  a  hospital  to  ascertain  costs 
of  the  various  tjrpes  of  services  rendered.  It 
Is  the  determination  of  direct  costs  by  spe¬ 
cific  Identification  and  the  proration  of  in¬ 
direct  costs  by  allocation. 

J.  “Step  down”  is  a  cost  finding  method 
that  recognizes  that  services  rendered  by 
certain  nonrevenue-producing  departments 
or  centers  are  utilized  by  certain  other  non¬ 
revenue  producing  centers  as  well  as  by  the 
revenue-producing  centers.  All  costs  of  non- 
revenue-producing  centers  are  allocated  to 
all  centers  which  they  serve,  regardless,  of 
whether  or  not  these  centers  produce  rev¬ 
enue.  Following  the  apportionment  of  the 
cost  of  the  nonrevenue-producing  center, 
that  center  will  be  considered  closed  and 
no  further  costs  are  apportioned  to  that 
center. 

K.  “Scatter  bed"  Is  a  bed  assigned  to  a 
research  patient  based  on  availability.  Re¬ 
search  patients  occupying  these  beds  are 
not  physically  segregated  from  nonresearch 
patients  occupying  beds.  Scatter  beds  are 
geographically  dispersed  among  all  the  beds 
available  for  use  In  the  hospital.  There  'are 
no  special  features  attendant  to  a  scatter 
bed  that  distinguishes  it  from  others  that 
could  Just  as  well  have  been  occupied. 

L.  “Discrete  bed”  Is  a  bed  or  beds  that  have 
been  set  aside  for  occupancy  by  research 
patients  and  are  physically  segregated  from 
other  hospital  beds  in  an  environment  that 
permits  an  easily  ascertainable  allocation  of 
costs  associated  with  the  space  they  occupy 
and  the  services  they  generate. 

in.  BASIC  CONSIDERATIONS 

A.  Composition  of  total  costa.  The  cost  of  a 
research  agreement  Is  comprised  ot  the  al¬ 
lowable  direct  costs  incident  to  Its  per¬ 
formance  plus  the  allocable  portion  of  the 
allowable  indirect  costs  of  the  hospital  less 
applicable  credits.  (See  para.  III-E.) 

B.  Factors  ejecting  allowability  of  costs. 
The  tests  of  allowability  of  costs  under  these 
principles  are : 

1.  They  must  be  reasonable, 

2.  They  must  be  assigned  to  research 
agreements  under  the  standards  and  methods 
provided  herein, 

3.  They  must  be  accorded  consistent  treat¬ 
ment  through  application  of  those  generally 
accepted  accounting  principles  appropriate 
to  the  circumstances  (See  para.  I-B.6.)  and 

4.  They  must  conform  to  any  limitations 
or  exclusions  set  forth  In  these  principles  or 
In  the  research  agreement  as  to  types  or 
amounts  of  cost  Items. 

C.  Reasonable  costs.  A  cost  may  be  consid¬ 
ered  reasonable  If  the  nature  of  the  goods  or 
services  acquired  or  applied,  and  the  amount 
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involved  therefor  reflect  the  action  that  a 
prudent  person  would  have  taken  under  the 
circumstances  prevailing  at  the  time  the  de¬ 
cision  to  Incur  the  cost  was  made.  Major 
considerations  Involved  In  the  determination 
of  the  reasonableness  of  a  cost  are: 

1.  Whether  or  not  the  cost  Is  of  a  type 
generally  recognized  as  necessary  for  the 
operation  of  the  hospital  or  the  performance 
of  the  research  agreement, 

2.  The  restraints  or  requirements  Imposed 
by  such  factors  as  arm’s  length  bargaining, 
federal  and  state  laws  and  regulations,  and 
research  agreement  terms  and  conditions, 

3.  Whether  or  not  the  Individuals  con¬ 
cerned  acted  with  due  prudence  in  the  cir¬ 
cumstances,  considering  their  responsibili¬ 
ties  to  the  hospital.  Its  patients.  Its  em¬ 
ployees,  Its  students,  the  Government,  and 
the  public  at  large,  and 

4.  The  extent  to  which  the  actions  taken 
with  respect  to  the  Incurrence  of  the  cost 
are  consistent  with  established  hospital  poli¬ 
cies  and  practices  applicable  to  the  work  of 
the  hospital  generally.  Including  Govern¬ 
ment  research. 

D.  Allocable  costs.  1.  A  cost  Is  allocable 
to  a  particular  cost  center  (l.e„  a  specific 
function,  project,  research  agreement,  de¬ 
partment,  or  the  like)  If  the  goods  or  services 
involved  are  chargeable  or  asslg^nable  to  such 
cost  center  In  accordance  with  relative  bene¬ 
fits  received  or  other  equitable  relationship. 
Subject  to  the  foregoing,  a  cost  is  allocable 
to  a  research  agreement  If  It  is  Incurred 
solely  to  advance  the  work  under  the  re¬ 
search  agreement;  or  It  benefits  both  the 
research  agreement  and  other  work  of  the 
hospital  In  proportions  that  can  be  ap¬ 
proximated  through  use  of  reasonable  meth¬ 
ods;  or  It  Is  necessary  to  the  overall  opera¬ 
tion  of  the  hospital  and,  in  light  of  the 
standards  provided  In  this  chapter.  Is  deemed 
to  be  assignable  In  part  to  organized  re¬ 
search.  Where  the  purchase  of  equipment 
or  other  capital  Items  are  specifically  au¬ 
thorized  under  a  research  agreement,  the 
amounts  thus  authorized  for  such  purchases 
are  allocable  to  the  research  agreement  re¬ 
gardless  of  the  use  that  may  subsequently 
be  made  of  the  equipment  or  other  capital 
items  Involved. 

2.  Any  costs  allocable  to  a  particular  re¬ 
search  agreement  under  the  standards  pro¬ 
vided  In  these  principles  may  not  be  shifted 
to  other  research  agreements  In  order  to 
meet  deficiencies  caused  by  overruns  or  other 
fund  considerations,  to  avoid  restrictions 
imposed  by  law  or  by  terms  of  the  re¬ 
search  agreement,  or  for  other  reasons  of 
convenience. 

E.  Applicable  credits.  1.  The  term  applica¬ 
ble  credits  refers  to  those  receipts  or  negative 
expenditure  types  of  transactions  which  op¬ 
erate  to  offset  or  reduce  expense  items  that 
are  allocable  to  research  agreements  as  direct 
or  Indirect  costs  as  outlined  In  para.  V-A. 
Typical  examples  of  such  transactions  are; 
purchase  discounts,  rebates,  or  allowances; 
recoveries  or  Indemnities  on  losses;  sales  of 
scrap  or  Incidental  services;  tuition;  adjust¬ 
ments  of  overpayments  or  erroneous  charges; 
and  services  rendered  to  patients  admitted 
to  federally  funded  clinical  research  centers, 
primarily  for  care  though  also  participating 
in  research  protocols. 

2.  In  some  Instances,  the  amounts  received 
from  the  Federal  Government  to  finance 
hospital  activities  or  service  operations 
should  be  treated  as  applicable  credits. 
Specifically,  the  concept  of  netting  such 
credit  Items  against  related  expenditures 
should  be  applied  by  the  hospital  in  deter¬ 
mining  the  rates  or  amounts  to  be  changed 
to  government  research  for  services  rendered 
whenever  the  facilities  or  other  resources 
used  In  providing  such  services  have  been 
financed  directly.  In  whole  or  In  part,  by  fed¬ 
eral  funds.  Thus,  where  such  Items  are  pro¬ 


vided  for  or  benefit  a  particular  hospital 
activity,  l.e.,  patient  care,  research.  Instruc¬ 
tion  and  training,  or  other,  they  should  be 
treated  as  an  offset  to  the  Indirect  costs  ap¬ 
portioned  to  that  activity.  Where  the  bene¬ 
fits  are  common  to  all  hospital  activities  they 
should  be  treated  as  a  credit  to  the  total 
Indirect  cost  pool  before  allocation  to  the 
various  cost  objectives. 

IV.  DIRECT  COSTS 

A.  General.  Direct  costs  are  those  that 
can  be  Identified  specifically  with  a  par¬ 
ticular  cost  center.  For  this  purpose,  the 
term  cost  center  refers  not  only  to  the  ulti¬ 
mate  centers  against  which  costs  are  finally 
lodged  such  as  research  agreements,  but  also 
to  other  established  cost  centers  such  as  the 
individual  accounts  for  recording  particular 
objects  or  Items  of  expense,  and  the  separate 
account  groupings  designed  to  record  the 
expenses  Incurred  by  Individual  organiza¬ 
tional  units,  fimctlons,  projects  and  the  like. 
In  general,  the  administrative  functions  and 
service  activities  described  In  para.  VI  are 
Identifiable  as  separate  cost  centers,  and  the 
expenses  associated  with  such  centers  be¬ 
come  eligible  In  due  course  for  distribution 
as  indirect  costs  of  research  agreements  and 
other  ultimate  cost  centers. 

B.  Application  to  research  agreements. 
Identifiable  benefit  to  the  research  work 
rather  than  the  nature  of  the  goods  and 
services  involved  Is  the  determining  factor 
In  distinguishing  direct  from  Indirect  costs 
of  research  agreements.  Typical  of  transac¬ 
tions  chargeable  to  a  research  agreement  as 
direct  costs  are  the  cmnpensatlon  of  em¬ 
ployees  for  the  time  or  effort  devoted  to  the 
performance  of  work  under  the  research 
agreement.  Including  related  staff  benefit 
and  pension  plan  costs  to  the  extent  that 
such  Items  are  consistently  accorded  to  all 
employees  and  treated  by  the  ho^ltal  as 
direct  rather  than  indirect  costs  (see  para.  V. 
B4b);  the  costs  of  materials  consumed  or 
expended  in  the  performance  of  such  work; 
and  other  Items  of  expense  Incurred  for  the 
research  agreement,  such  as  extraordinary 
utility  consumption.  The  cost  of  materials 
supplied  from  stock  or  services  rendered  by 
specialized  facilities  or  other  institutional 
service  operations  may  be  Included  as  direct 
costs  of  research  agreements  provided  such 
items  are  consistently  treated  by  the  institu¬ 
tion  as  direct  rather  than  Indirect  costs  and 
are  charged  under  a  recognized  method  of 
costing  or  pricing  designed  to  recover  only 
the  actual  direct  and  Indirect  costs  of  such 
material  or  service  and  conforming  to  gen¬ 
erally  accepted  cost  accounting  practices 
consistently  followed  by  the  Institution. 

V.  INDIRECT  COSTS 

A.  General.  Indirect  costs  are  those  that 
have  been  Incurred  for  common  or  Joint  ob¬ 
jectives,  and  thus  are  not  readily  subject  to 
treatment  as  direct  costs  of  research  agree¬ 
ments  or  other  ultimate  or  revenue  produc¬ 
ing  cost  centers.  In  hospitals  such  costs 
normally  are  classified  but  not  necessarily  re¬ 
stricted  to  the  following  functional  cate¬ 
gories:  Depreciation;  Administrative  and 
General  (including  fringe  benefits  if  not 
charged  directly);  Operation  of  Plant;  Main¬ 
tenance  of  Plant;  Laundry  and  Linen  Serv¬ 
ice;  Housekeeping;  Dietary;  Maintenance  of 
Personnel;  and  Medical  Records  and  Library. 

B.  Criteria  Jar  distribution. — 1.  Base  period. 
A  base  period  for  distribution  of  Indirect 
costs  is  the  period  during  which  such  costs 
are  Incurred  and  accumulated  for  distribu¬ 
tion  to  work  performed  within  that  period. 
The  bfise  period  normally  should  coincide 
with  the  fiscal  year  established  by  the  hospi¬ 
tal,  but  In  any  event  the  base  period  should 
be  so  selected  as  to  avoid  Inequities  In  the 
distribution  of  costs. 


2.  Need  for  cost  groupings.  The  overall  ob¬ 
jective  of  the  allocation  process  is  to  distrib¬ 
ute  the  indirect  costs  described  in  para.  VI  to 
organized  research,'  patient  care.  Instruction 
and  training,  and  other  hospital  activities  In 
reasonable  proportions  consistent  with  the 
nature  and  extent  of  the  use  of  the  hospital’s 
resources  by  resecu’ch  personnel,  medical 
staff,  patients,  students,  and  other  personnel 
or  organizations.  In  order  to  achieve  this  ob¬ 
jective  with  reasonable  precision.  It  may  be 
necessary  to  provide  for  selective  distribution 
by  establishing  separate  groupings  of  cost 
within  one  or  more  of  the  functional  cate¬ 
gories  of  Indirect  costs  referred  to  In  para. 
V-A.  In  general,  the  cost  groupings  estab¬ 
lished  within  a  functional  category  should 
constitute,  in  each  case,  a  pool  of  those  Items 
of  expense  that  are  considered  to  be  of  like 
character  In  terms  of  their  relative  con¬ 
tribution  to  (or  degree  of  remoteness  from) 
the  particular  cost  centers  to  which  distri¬ 
bution  Is  appropriate.  Each  such  pool  or  cost 
grouping  should  then  be  distributed  in¬ 
dividually  to  the  related  cost  centers,  using 
the  distribution  base  or  method  most  appro¬ 
priate  In  the  light  of  the  guides  set  out  In 
B3  below.  While  this  paragraph  places  pri¬ 
mary  emphasis  on  a  step-down  method  of 
indirect  cost  computation,  para.  VIII  pro¬ 
vides  an  alternate  method  which  may  be 
used  under  certain  conditions. 

3.  Selection  of  distribution  method.  Actual 
conditions  must  be  taken  Into  account  in 
selecting  the  method  or  base  to  be  used  in 
distributing  to  related  cost  centers  the  ex¬ 
penses  assembled  under  each  of  the  individ¬ 
ual  cost  groups  established  as  indicated 
under  B2  above.  Where  a  distribution  can 
be  made  by  assignment  of  a  cost  grouping 
directly  to  the  area  benefited,  the  distribu¬ 
tion  should  be  made  In  that  manner.  Care 
should  be  given,  however,  to  eliminate  similar 
or  duplicative  costs  from  any  other  distribu¬ 
tion  made  to  this  area.  Where  the  expenses 
under  a  cost  grouping  are  more  general  In 
nature,  the  distribution  to  related  cost  cen¬ 
ters  should  be  made  through  use  of  a  se¬ 
lected  base  which  will  produce  results  which 
are  equitable  to  both  the  Government  and 
the  hospital.  In  general,  any  cost  element  or 
cost-related  factor  associated  with  the  hos¬ 
pital’s  work  is  potentially  adaptable  for  use 
as  a  distribution  base  provided ; 

a.  It  can  readily  be  expressed  In  terms  of 
dollars  or  other  quantitative  measure  (total 
direct  expenditures,  direct  salaries,  man¬ 
hours  applied,  square  feet  utilized,  hours  of 
usage,  number  of  documents  processed, 
population  served,  and  the  like);  and 

b.  It  is  common  to  the  related  cost  cen¬ 
ters  during  the  base  period.  The  essential 
consideration  In  selection  of  the  distribution 
base  In  each  Instance  Is  that  It  be  the  one 
best  suited  for  assigning  the  pool  of  costs  to 
related  cost  centers  In  accord  with  the  rela¬ 
tive  benefits  derived;  the  traceable  cause  and 
effect  relationship;  or  logic  and  reason,  where 
neither  benefit  nor  cause  and  effect  relation¬ 
ship  is  determinable. 

4.  General  consideration  on  cost  groupings. 
The  extent  to  which  separate  cost  groupings 
and  selective  distribution  would  be  appropri¬ 
ate  at  a  hospital  Is  a  matter  of  Judgment  to 
be  determined  on  a  case-by-case  basis.  Typi¬ 
cal  situations  which  may  warrant  the  estab¬ 
lishment  of  two  or  more  separate  cost  groups 
(based  on  account  classification  or  analysis) 
within  a  functional  category  include  but  are 
not  limited  to  the  following: 

a.  Where  certain  Items  or  categories  of  ex¬ 
pense  relate  solely  to  one  of  the  major  di¬ 
visions  of  the  hospital  (patient  care,  spon¬ 
sored  research.  Instruction  and  training,  or 
other  hospital  activities)  or  to  any  two  but 
not  all,  such  expenses  should  be  set  aside  as 
a  separate  cost  grouping  for  direct  assign¬ 
ment  or  selective  distribution  In  accordance 
with  the  guides  provided  In  B2  and  B3  above. 
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b.  Where  any  types  of  expense  ordinary 
treated  as  Indirect  cost  as  outlined  in  para. 
V-A  are  charged  to  research  agreements  as 
direct  costs,  the  similar  type  expenses  ap¬ 
plicable  to  other  activities  of  the  institu¬ 
tion  must  through  separate  cost  grouping 
be  excluded  from  the  indirect  costs  allocable 
to  research  agreements. 

c.  Where  it  is  determined  that  certain  ex¬ 
penses  are  for  the  support  of  a  service  unit 
or  facility  whose  output  is  susceptible  of 
measurement  on  a  workload  or  other  quan¬ 
titative  basis,  such  expenses  should  be  set 
aside  as  a  separate  cost  grouping  for  distribu¬ 
tion  on  such  basis  to  organized  research  and 
other  hospital  activities. 

d.  Where  organized  activities  (including 
identifiable  segments  of  organized  research 
as  well  as  the  activities  cited  in  para.  II-E) 
provide  their  own  purchasing,  personnel  ad¬ 
ministration,  building  maintenance,  or 
housekeeping  or  similar  service,  the  distri¬ 
bution  of  such  elements  of  indirect  cost  to 
such  activities  should  be  accomplished 
through  cost  grouping  which  Includes  only 
that  portion  of  central  indirect  costs  (such 
as  for  overall  management)  which  are  prop¬ 
erly  allocable  to  such  activities. 

e.  Where  the  hospital  elects  to  treat  as  in¬ 
direct  charges  the  costs  of  pension  plans  and 
other  staff  benefits,  such  costs  should  be  set 
aside  as  a  separate  cost  grouping  for  selective 
distribution  to  related  cost  centers,  including 
organized  research. 

f.  Where  the  hospital  Is  affiliated  with  a 
medical  school  or  some  other  Institution 
which  performs  organized  research  on  the 
hospital's  premises,  every  effort  should  be 
made  to  establish  separate  cost  groupings 
in  the  Administrative  and  General  or  other 
applicable  category  which  will  reasonably  re- 
fiect  the  use  of  services  and  facilities  by  such 
research.  (See  also  para.  VII-A.3) 

5.  Materiality.  Where  it  is  determined  that 
the  use  of  separate  cost  groupings  and  selec¬ 
tive  distribution  are  necessary  to  produce 
equitable  results,  the  number  of  such  sepa¬ 
rate  cost  groupings  within  a  functional  cate¬ 
gory  should  be  held  within  practical  limits, 
after  taking  into  consideration  the  material¬ 
ity  of  the  amounts  involved  and  the  degree 
of  precision  attainable  through  less  selec¬ 
tive  methods  of  distribution. 

C.  Administration  of  limitations  on  allow¬ 
ances  for  indirect  costs.  1.  Research  grants 
may  be  subject  to  laws  and/or  administrative 
regulations  that  limit  the  allowance  for  in¬ 
direct  costs  under  each  such  grant  to  a 
stated  percentage  of  the  direct  costs  allowed. 
Agencies  that  sponsor  such  grants  will  es¬ 
tablish  procedures  which  will  assure  that: 

a.  the  terms  and  amount  authorized  in 
each  case  conform  with  the  provisions  of 
paragraphs  III,  V  and  IX  of  these  principles 
as  they  apply  to  matters  involving  the  con¬ 
sistent  treatment  and  allowability  of  indi¬ 
vidual  items  of  cost;  and 

b.  the  amount  actually  allowed  for  indi¬ 
rect  costs  under  each  such  research  grant 
does  not  exceed  the  maximum  allowable  un¬ 
der  the  limitation  or  the  amount  otherwise 
allowable  under  these  principles,  whichever 
is  the  smaller. 

2.  Where  the  actual  allowance  for  Indirect 
costs  on  any  research  grant  must  be  re¬ 
stricted  to  the  smaller  of  the  two  alternative 
amounts  referred  to  in  Cl  above,  such  alter¬ 
native  amounts  should  be  determined  in 
accordance  with  the  following  guides: 

a.  The  maximum  allowable  under  the  limi¬ 
tation  should  be  established  by  applying  the 
stated  percentage  to  a  direct  cost  base  which 
shall  include  all  items  of  expenditure  au¬ 
thorized  by  the  sponsoring  agency  for  in¬ 
clusion  as  part  of  the  total  cost  for  the  direct 
benefit  of  the  work  under  the  grant;  and 

b.  The  amount  otherwise  allowable  under 
these  principles  should  be  established  by 
applying  the  current  institutional  indirect 


cost  rate  to  those  elements  of  direct  cost 
which  were  included  in  the  base  on  which 
the  rate  was  con\puted. 

3.  When  the  maximum  amount  allowable 
under  a  statutory  limitation  or  the  terms  a< 
a  research  agreement  is  less  than  the  amount 
otherwise  allocable  as  Indirect  costs  under 
these  principles,  the  amoimt  not  recoverable 
as  indirect  costs  under  the  research  agree¬ 
ment  Involved  may  not  be  shifted  to  other 
research  agreements. 

VI.  mXNTiriCATION  AND  ASSIGNMENT  OF  INDIRECT 
COSTS 

A.  Depreciation  or  use  charge.  1.  The  ex¬ 
penses  under  this  heading  should  include 
depreciation  (as  defined  in  para.  IX-B.9a) 
on  buildings,  fixed  equipment,  and  movable 
equipment,  except  to  the  extent  purchased 
through  federal  funds.  Where  adequate  rec¬ 
ords  for  the  recording  of  depreciation  are  not 
available,  a  use  charge  may  be  substituted  for 
depreciation  (See  para.  IX-B.) 

2.  The  expenses  included  in  this  category 
should  be  allocated  to  applicable  cost  cen¬ 
ters  in  a  manner  consistent  with  the  gruldes 
set  forth  in  para.  V-B.  on  a  basis  that  gives 
primary  emphasis  to  (a)  space  utilization 
with  respect  to  depreciation  on  buildings  and 
fixed  equipment;  and  (b)  specific  identifica¬ 
tion  of  assets  and  their  use  with  respect  to 
movable  equipment  as  it  relates  to  patient 
care,  organized  research,  instruction  and 
training,  and  other  hospital  activities.  Where 
such  records  are  not  sufficient  for  the  purpose 
of  the  foregoing,  reasonable  estimates  will 
suffice  as  a  means  for  effecting  distribution 
of  the  amounts  involved. 

B.  Administration  and  general  expenses.  I. 
The  expenses  under  this  heading  are  those 
that  have  been  incurred  for  the  administra¬ 
tive  offices  of  the  hospital  including  account¬ 
ing,  personnel,  purchasing,  information  cen¬ 
ters,  telephone  expense,  and  the  like  which 
do  not  relate  solely  to  any  major  division  of 
the  institution,  l.e.,  solely  to  patient  care, 
organized  research,  instruction  and  training, 
or  other  hospital  activities. 

2.  The  expenses  Included  in  this  category 
may  be  allocated  on  the  basis  of  total  ex¬ 
penditures  exclusive  of  capital  expenditures, 
or  salaries  and  wages  in  situations  where  the 
results  of  the  distribution  made  on  this  basis 
are  deemed  to  be  equitable  both  to  the  Gov¬ 
ernment  and  the  hospital;  otherwise  the 
distribution  of  Administration  and  General 
expenses  should  be  made  through  use  of 
selected  bases,  applied  to  separate  cost  group¬ 
ings  established  within  this  category  of  ex¬ 
penses  in  accordance  with  the  guides  set  out 
in  para.  V-B. 

C.  Operation  of  plant.  1.  The  expenses  un¬ 
der  this  heading  are  those  that  have  been 
incurred  by  a  central  service  organization  or 
at  the  departmental  level  for  the  administra¬ 
tion,  supervision,  and  provision  of  utilities 
(exclusive  of  telephone  expense)  and  pro¬ 
tective  services  to  the  physical  plant.  They 
Include  expenses  Incurred  for  such  items  as 
power  plant  operations,  general  utility  costs, 
elevator  operations,  protection  services,  and 
general  parking  lots. 

2.  The  expenses  Included  in  this  category 
should  be  allocated  to  a^llcable  cost  centers 
in  a  manner  consistent  with  the  guides  pro¬ 
vided  in  para.  V-B.  on  a  basis  that  gives 
primary  emphasis  to  space  utilization.  The 
allocations  should  be  developed  as  follows: 

a.  Where  actual  space  and  related  cost 
records  are  available  or  can  readily  be  de¬ 
veloped  and  maintained  without  significant 
change  in  the  accounting  practices,  the 
amount  distributed  should  be  based  on  such 
records: 

b.  Where  the  space  and  related  cost  records 
maintained  are  not  sufficient  for  purposes  of 
the  foregoing,  a  reasonable  estimate  of  the 
proportion  of  total  space  assigned  to  the  vari¬ 
ous  costs  centers  normally  will  suffice  as  a 


means  for  effecting  distribution  of  the 
amounts  involved;  or 

c.  Where  it  can  be  demonstrated  that  an 
area  or  volume  or  space  basis  of  allocation  is 
impractical  or  inequitable,  other  bases  may 
be  used  provided  consideration  is  given  to  the 
use  of  facilities  by  research  personnel  and 
others,  including  patients. 

D.  Maintenance  of  plant.  1.  The  expenses 
under  this  heading  should  Include: 

a.  All  salaries  and  wages  pertaining  to  or¬ 
dinary  repair  and  maintenance  work  per¬ 
formed  by  employees  on  the  payroll  of  the 
hospital; 

b.  All  supplies  and  parts  used  in  the  ordi¬ 
nary  repairing  and  maintaining  of  buildings 
and  general  equipment;  and 

c.  Amounts  paid  to  outside  concerns  for 
the  ordinary  repairing  and  maintaining  of 
buildings  and  general  equipment. 

2.  The  expenses  included  in  this  category 
should  be  allocated  to  applicable  cost  cen¬ 
ters  in  a  manner  consistent  with  the  guides 
provided  in  para.  V-B.  on  a  basis  that  gives 
primary  emphasis  to  space  utUizatlon.  The 
allocations  and  apportionments  should  be 
developed  as  follows: 

a.  Where  actual  space  and  related  cost 
records  are  available  and  can  readily  be  de¬ 
veloped  and  maintained  without  significant 
change  in  the  accounting  practices,  the 
amount  distributed  should  be  based  on  such 
records: 

b.  Where  the  space  and  related  cost  records 
maintained  are  not  sufficient  for  purposes 
of  the  foregoing,  a  reasonable  estimate  of 
the  proportion  of  total  space  assigned  to 
the  various  cost  centers  normally  will 
suffice  as  a  means  for  effecting  distribution 
of  the  amounts  Involved:  or 

c.  Where  it  can  be  demonstrated  that  an 
area  or  volume  of  space  basis  of  allocation 
is  impractical  or  inequitable,  other  basis 
may  be  used  provided  consideration  Is  given 
to  the  use  of  facilities  by  research  personnel 
and  others,  including  patients. 

E.  Laundry  and  linen.  1.  The  expenses 
under  this  heading  should  include: 

a.  Salaries  and  wages  of  laundry  depart¬ 
ment  employees,  seamstresses,  deem  linen 
handlers,  linen  delivery  men,  etc.; 

b.  Supplies  used  in  connection  with  the 
laundry  operation  and  all  linens  purchased; 
and 

c.  Amounts  paid  to  outside  concerns  for 
purchased  laimdry  and/or  linen  service. 

2.  The  expense  included  in  this  category 
should  be  allocated  to  related  cost  centers 
in  a  manner  consistent  with  the  guides  pro¬ 
vided  in  para.  V-B.  on  a  basis  that  gives 
primary  emphasis  to  actual  pounds  of  linen 
used.  The  allocations  should  be  developed 
as  follows: 

a.  Where  actual  poundage  and  related  cost 
records  are  available  or  can  readily  be  de¬ 
velop  and  maintained  without  significant 
change  in  the  accounting  practices,  the 
amount  distributed  should  be  based  on  such 
records: 

b.  Where  it  can  be  demonstrated  that  a 
poundage  basis  of  allocation  is  impractical 
or  Inequitable  other  bases  may  be  used  pro¬ 
vided  consideration  is  given  to  the  use  of 
linen  by  research  personnel  and  others,  in¬ 
cluding  patients. 

F.  Housekeeping.  1.  The  expenses  under 
this  heading  should  Include: 

a.  All  salaries  and  wages  of  the  depart¬ 
ment  head,  foreman,  maids,  porters.  Jani¬ 
tors,  wall  washers,  and  other  housekeeping 
employees; 

b.  All  supplies  used  in  carrying  out  the 
housekeeping  functions;  and 

c.  Amounts  paid  to  outside  concerns  for 
purchased  services  such  as  window  washing. 
Insect  extermination,  etc. 

2.  The  expenses  Included  in  this  category 
should  be  allocated  to  related  cost  centers 
in  a  manner  consistent  with  the  guides  pro- 


FEOERAL  REGISTER,  VOL.  38.  NO.  1 81— WEDNESDAY,  SEPTEMBER  19,  1973 


26304 


RULES  AND  REGULATIONS 


Tided  In  para.  V-B.  on  a  basis  that  gives 
primary  emphasis  to  space  actually  serviced 
by  ^be  housekeeping  department.  The  allo> 
vaaons  and  ^portionments  should  be  de¬ 
veloped  as  follows: 

a.  Where  actual  space  serviced  and  related 
cost  records  are  available  or  can  readily  be 
developed  and  maintained  without  signifi¬ 
cant  change  in  the  accounting  practices, 
the  amount  distributed  should  be  based  on 
such  records: 

b.  Where  the  space  serviced  and  related 
cost  records  maintained  are  not  sufiiclent 
for  purposes  of  the  foregoing,  a  reasonable 
estimate  of  the  proportion  of  total  space 
assigned  to  the  various  cost  centers  normally 
will  suffice  as  a  means  for  effecting  distribu¬ 
tion  of  the  amounts  of  housekeeping  ex¬ 
penses  involved;  or 

c.  Where  it  can  be  demonstrated  that  the 
space  serviced  basis  of  allocation  is  impracti¬ 
cal  or  inequitable,  other  bases  may  be  used 
provided  consideration  is  given  to  the  use 
of  housekeeping  services  by  research  person¬ 
nel  and  others,  including  patients. 

O.  Dietary.  1.  These  expenses,  eis  used 
herein,  shall  mean  only  the  subsidy  pro¬ 
vided  by  the  hospital  to  its  employees  in¬ 
cluding  research  personnel  through  its 
cafeteria  operation.  The  hoc^ltal  must  be 
able  to  demonstrate  through  the  use  of 
proper  cost  accounting  techniques  that  the 
cafeteria  operates  at  a  loss  to  the  benefit 
of  employees. 

2.  The  reasonable  operating  loss  of  a  sub¬ 
sidized  cafeteria  operation  should  be  allo¬ 
cated  to  related  cost  centers  in  a  manner 
consistent  with  the  guides  provided  in  para. 
V-B.  on  a  basis  that  gives  primary  emphasis 
to  number  of  employees. 

H.  Maintenance  (housing)  of  personnel. 

1.  The  expenses  under  this  heading  should 
include: 

a.  The  salaries  and  wages  of  matrons, 
clerks,  and  other  employees  engaged  in  work 
in  nurses’  residences  and  other  employees' 
quarters; 

b.  All  supplies  used  in  connection  with  the 
operation  of  such  dormitories;  and 

c.  Payments  to  outside  agencies  for  the 
rental  of  houses,  rpartments,  or  rooms  iised 
by  hospital  personnel. 

2.  The  expenses  included  in  this  category 
should  be  allocated  to  related  cost  centers 
in  a  manner  consistent  with  the  guides  pro¬ 
vided  in  para.  V-B.  on  a  basis  that  gives 
primary  emphasis  to  employee  utilization 
of  housing  facilities.  The  allocation  should 
be  develf  'ed  as  follows: 

a.  Appi  prlate  credit  should  be  given  for 
all  payments  received  from  employees  or 
otherwise  to  reduce  the  expense  to  be 
allocated; 

b.  A  net  cost  per  housed  employee  may 
then  be  computed;  and 

c.  Allocation  should  be  made  on  a  depart¬ 
mental  basis  based  on  the  number  of  boused 
employees  in  each  respective  department. 

I.  Medical  records  and  library.  1.  The  ex¬ 
penses  under  this  heading  should  include: 

a.  The  salaries  and  wages  of  the  records 
librarian,  medical  librarian,  clerks,  stenog¬ 
raphers,  etc.;  and 

b.  All  supplies  such  as  medical  record 
forms,  chart  covers,  filing  supplies,  station¬ 
ery,  medical  library  books,  periodicals,  etc. 

2.  The  expenses  included  in  this  category 
should  be  allocated  to  related  cost  centers 
in  a  manner  consistent  with  the  guides  pro¬ 
vided  in  para.  V-B.  on  a  basis  that  gives 
primary  emphasis  to  a  special  time  smvey  of 
medical  records  personnel.  If  this  appears  to 
be  impractical  or  inequitable,  other  bases 
may  be  \ised  provided  oonsidN^tlon  is  given 
to  the  use  of  these  facllltleB  by  research  per¬ 
sonnel  and  others,  including  patients. 


vn.  DrmMXNATioir  amd  AppucATioir  or 
nromner  cost  bar  <»  batbb 

A.  Indirect  cost  pools.  1.  Subject  to  (2) 
below,  indirect  costs  alloci^ted  to  organized 
research  shoiild  be  treated  as  a  common 
poefi,  and  the  costs  in  such  common  poed 
should  be  distributed  to  individual  research 
agreements  benefiting  therefrom  on  a  single 
rate  basis. 

2.  In  some  instances  a  single  rate  basis  for 
use  on  all  government  research  at  a  hospital 
may  not  be  appropriate  since  it  would  not 
take  into  account  those  different  environ¬ 
mental  factors  which  may  affect  substan- 
tally  the  indirect  costs  applicable  to  a  par¬ 
ticular  segment  of  govenunent  research  at 
the  institution.  For  this  purpose,  a  particu¬ 
lar  segment  of  government  research  may  be 
that  performed  under  a  single  research  agree¬ 
ment  or  it  may  consist  of  research  under  a 
group  of  research  agreements  performed  in 
a  common  environment.  The  environmen¬ 
tal  factors  are  not  limited  to  the  physical 
location  of  the  work.  Other  important  fac¬ 
tors  are  the  level  of  the  administrative  sup¬ 
port  required,  the  nature  of  the  facilities 
or  other  resources  employed,  the  scientific 
disciplines  or  technical  skills  inve^ved,  the 
organizational  arrangements  used,  or  any 
combination  thereof.  Where  a  particular  seg¬ 
ment  of  government  research  is  performed 
within  an  environment  which  appears  to 
generate  a  significantly  different  level  of  in¬ 
direct  costs,  provision  should  be  made  for 
a  separate  indirect  cost  pool  applicable  to 
such  work.  An  example  of  this  differential 
may  be  in  the  development  of  a  separate  in¬ 
direct  cost  pool  for  a  clinical  research  center 
grant.  The  separate  indirect  cost  pool  should 
be  developed  during  the  course  of  the  regu¬ 
lar  distribution  process,  and  the  separate  in¬ 
direct  cost  rate  resulting  therefrom  should 
be  utilized  provided  it  is  determined  that: 

a.  Such  indirect  cost  rate  differs  signifi¬ 
cantly  from  that  which  would  have  obtained 
under  (1)  above;  and 

b.  The  volume  of  research  work  to  which 
such  rate  would  apply  is  material  in  rela¬ 
tion  to  other  government  research  at  the 
institution. 

3.  It  is  a  common  practice  for  grants  or 
contracts  awarded  to  other  institutions,  typi¬ 
cally  University  Schools  of  Medicine,  to  be 
performed  on  hospital  premises.  In  these 
cases  the  hospital  should  develop  a  separate 
indirect  cost  pool  applicable  to  the  work 
under  such  grants  or  contracts.  This  pool 
should  be  developed  by  a  selective  distribu¬ 
tion  of  only  those  indirect  cost  categories 
which  benefit  the  work  performed  by  the 
other  institution,  within  the  practical  limits 
dictated  by  available  data  and  the  materiality 
of  the  amounts  involved.  Hospital  costs  de¬ 
termined  to  be  allocable  to  grants  or  con¬ 
tracts  awarded  to  another  institution  may 
not  be  recovered  as  a  cost  of  grants  or  con¬ 
tracts  awarded  directly  to  the  hospital. 

B.  The  distribution  base.  Preferably,  indi¬ 
rect  costs  allocated  to  organized  research 
should  be  distributed  to  applicable  resecu'ch 
agreements  on  the  basis  of  direct  salaries  and 
wages.  However,  where  the  use  of  salaries 
and  wages  results  in  an  inequitable  alloca¬ 
tion  of  costs  to  the  research  agreements, 
total  direct  costs  or  a  variation  thereof,  may 
be  used  in  lieu  of  salaries  and  wages.  Regard¬ 
less  of  the  base  used,  an  indirect  cost  rate 
should  be  determined  for  each  of  the  sepa¬ 
rate  indirect  cost  p>ools  developed  pursuant 
to  para.  Vn-A.  The  rate  in  each  case  should 
be  stated  as  the  percentage  which  the 
Eunount  of  the  particular  Indirect  cost  pool 
is  of  the  total  direct  salaries  and  wages  (or 
other  base  selected)  for  all  research  agree¬ 
ments  identified  with  such  a  pool. 


C.  Negotiated  lump  sum  for  overhead.  A 
negotiated  fixed  amoimt  in  lieu  of  indirect 
costs  may  be  appropriate  for  self-contained 
or  off-campus  research  activities  where  the 
benefits  derived  from  a  hospital’s  indirect 
services  cannot  be  readily  determined.  Such 
amount  negotiated  in  lieu  of  indirect  costs 
will  be  treated  as  an  offset  to  the  appropriate 
indirect  cost  pool  after  allocation  to  patient 
care,  organized  research,  instruction  and 
training,  and  other  hospital  activities.  The 
base  on  which  such  remaining  expenses  are 
allocated  should  be  appropriately  adjusted. 

D.  Predetermined  overhead  rates.  The  utili¬ 
zation  of  predetermined  fixed  overhead 
rates  may  offer  potential  advantages  in 
the  administration  of  research  agreements 
by  facilitating  the  preparation  of  research 
budgets  and  permitting  more  expeditious 
close  out  of  the  agreements  when  the  work 
is  completed.  Therefore,  to  the  extent  al¬ 
lowed  by  law,  consideration  may  be  given  to 
the  negotiation  of  predetermined  fixed  rates 
in  those  situations  where  the  cost  experience 
and  other  pertinent  factors  available  are 
deemed  sufficient  to  enable  the  Government 
and  the  hospital  to  reach  a  reasonable  con¬ 
clusion  as  to  the  probable  level  of  the  indi¬ 
rect  cost  rate  for  the  ensuing  accounting 
period. 

VIII.  SIMPLIFIED  METHOD  FOR  SMALL 
INSTTTUnONS 

A.  General  1.  Where  the  total  direct  cost 
of  all  government-sponsored  research  and 
development  work  at  a  hospital  in  a  yecu:  is 
minimal,  the  use  of  the  abbreviated  proce¬ 
dure  described  in  para.  VIII-B  below  may  be 
acceptable  in  the  determination  of  allow¬ 
able  indirect  costs.  This  method  may  also 
be  used  to  initially  determine  a  provisional 
indirect  cost  rate  for  hospitals  that  have 
not  previously  established  a  rate.  Under  this 
abbreviated  procedure,  data  taken  directly 
from  the  institution’s  most  recent  annual 
financial  report  and  immediately  available 
supporting  information  will  be  utilized  as 
a  basis  for  determining  the  indirect  cost 
rate  applicable  to  research  agreements  at  the 
institution. 

2.  The  rigid  formula  approach  provided 
under  the  abbreviated  procedure  has  limita¬ 
tions  which  may  preclude  its  use  at  some 
hospitals  either  because  the  minimum  data 
required  for  this  purpose  are  not  readily 
available  or  because  the  application  of  the 
abbreviated  procedure  to  the  available  data 
produces  results  which  appear  inequitable 
to  the  Government  or  the  hospital.  In  any 
such  case,  bidirect  costs  should  be  deter¬ 
mined  through  use  of  the  regular  procedure 
rather  than  the  abbreviated  procedure. 

3.  In  certain  instances  where  the  total 
direct  cost  of  all  government-sponsored  re¬ 
search  and  development  work  at  the  hospital 
is  more  than  minimal,  the  abbreviated  pro¬ 
cedure  may  be  used  if  prior  permission  is 
obtained.  This  alternative  will  be  granted 
only  in  those  cases  where  it  can  be  demon¬ 
strated  that  the  step-down  technique  can¬ 
not  be  followed. 

B.  Abbreviated  procedure.  1.  Total  ex¬ 
penditures  as  taken  from  the  most  recent 
annual  financial  report  will  be  adjusted  by 
eliminating  from  further  consideration  ex¬ 
penditures  for  capital  Hems  as  defined  in 
para.  IX-B.4  and  unallowable  costs  as  defined 
under  various  headings  in  para,  rx  and  para. 
III-E. 

2.  Total  expenditures  as  adjusted  under 
the  foregoing  will  then  be  distributed  among 
(a)  expenditures  applicable  to  administra¬ 
tive  and  general  overhead  funotlons,  (b)  ex¬ 
penditures  ippllcable  to  all  other  overhead 
functions,  and  (c)  expenditures  for  all  other 
purposes.  The  first  group  shall  Include 
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amounts  associated  with  the  functional  cate¬ 
gories,  Administration  and  General,  and 
Dietai^,  as  defined  in  para.  VI.  The  second 
group  shall  Include  Depreciation,  Operation 
of  Plant,  Maintenance  of  Plant,  and  House¬ 
keeping.  The  third  group — expenditures  for 
all  other  purposes — shall  Include  the  amounts 
applicable  to  all  other  activities,  namely, 
patient  care,  organized  research.  Instruction 
and  training,  and  other  hospital  activities 
as  defined  under  para.  II-E.  For  the  pur¬ 
poses  of  this  section,  the  functional  cate¬ 
gories  of  Laundry  and  Linen,  Maintenance 
of  Personnel,  and  Medical  Records  and  Li¬ 
brary  as  defined  in  para.  VI  shall  be  con¬ 
sidered  as  expenditures  for  all  other 
purposes. 

3.  The  expenditures  distributed  to  the  first 
two  groups  In  para.  Vin-B.2  should  then  be 
adjusted  by  those  receipts  or  negative  ex¬ 
penditure  types  of  transactions  which  tend 
to  reduce  expense  Items  allocable  to  research 
agreements  as  Indirect  costs.  Examples  of 
such  receipts  or  negative  expenditures  are 
Itemized  In  para.  ni-E.l. 

4.  In  applying  the  procedures  In  para.  VIII- 
B.l  and  B.a..  the  cost  of  unallowable  activi¬ 
ties  such  as  Gift  Shop,  Investment  Property 
Management,  Fund  Raising,  and  Public  Rela¬ 
tions,  when  they  benefit  from  the  hospital’s 
Indirect  cost  services,  should  be  treated  as 
expenditures  for  all  other  purposes.  Such 
activities  are  presumed  to  benefit  from  the 
hospital’s  Indirect  cost  services  when  they  In¬ 
clude  salaries  of  personnel  working  In  the 
hospital.  When  they  do  not  Include  such  sal¬ 
aries,  they  should  be  eliminated  from  the  In¬ 
direct  cost  rate  computation. 

5.  The  indirect  cost  rate  will  then  be  com¬ 
puted  In  two  stages.  The  first  stage  requires 
the  computation  of  an  Administrative  and 
General  rate  component.  This  is  done  by  ap¬ 
plying  a  ratio  of  research  direct  costs  over 
total  direct  costs  to  the  Administrative  and 
General  pool  developed  under  para.  VIII-B.2 
and  B.3.  above.  The  resultant  amount — that 
which  Is  allocable  to  research — Is  divided  by 
the  direct  research  cost  base.  The  second 
stage  requires  the  computation  of  an  All 
other  Indirect  Cost  rate  component.  This  Is 
done  by  applying  a  ratio  of  research  direct 
space  over  total  direct  space  to  All  Other 
Indirect  Cost  pool  developed  under  para.  VIII 
B.3.  and  B.3  above.  The  resultant  amount — 
that  which  Is  allocable  to  research — Is  di¬ 
vided  by  the  direct  research  cost  base. 

The  total  of  the  two  rate  components  will 
be  the  Institution’s  Indirect  cost  rate.  For  the 
purposes  of  this  section,  the  research  direct 
cost  or  space  and  total  direct  cost  or  space 
will  be  that  cost  or  space  Identified  with  the 
functional  categories  classified  under  Ex¬ 
penditures  for  all  other  purposes  under  para. 
VIII-Ba. 

IX.  CENEKAL  STANDARDS  FOR  SELECTED  ITEMS 
OF  COST 

A.  General.  This  section  provides  standards 
to  be  applied  In  establishing  the  allowability 
of  certain  Items  Involved  In  determining  cost. 
These  standards  should  apply  irrespective  of 
whether  a  particular  Item  of  cost  Is  properly 
treated  as  direct  cost  or  Indirect  cost.  Failure 
to  mention  a  particular  item  of  cost  in  the 
standards  Is  not  Intended  to  Imply  that  It  Is 
either  allowable  or  unallowable;  rather,  de¬ 
termination  as  to  allowability  In  each  case 
should  be  based  on  the  treatment  or  stand¬ 
ards  provided  for  similar  or  related  Items  of 
cost.  In  case  of  discrepancy  between  the  pro¬ 
visions  of  a  specific  research  agreement  and 
the  applicable  standards  provided,  the  provi¬ 
sions  of  the  research  agreement  should 
govern.  However,  In  some  cases  advance 
understandings  should  be  reach  on  particular 
cost  Items  In  order  that  the  full  costs  of  re¬ 
search  be  supported.  The  extent  of 
allowability  of  the  selected  Items  of 


cost  covered  In  this  section  has  been 
stated  to  apply  broadly  to  many  ac¬ 
counting  system  In  varying  environmental 
situations.  Thus,  as  to  any  given  research 
agreement,  the  reasonableness  and  allocabil- 
Ity  of  certain  Items  of  costs  may  be  difficult 
to  determine,  particularly  in  connection  with 
hospitals  which  have  medical  school  or  other 
affiliations.  In  order  to  avoid  possible  subse¬ 
quent  disallowance  or  dispute  based  on  un¬ 
reasonableness  or  nonallocablllty,  it  Is  Impor¬ 
tant  that  prospective  recipients  of  federal 
funds  particularly  those  whose  work  Is  pre¬ 
dominantly  or  substantially  with  the  Gov¬ 
ernment,  seek  agreement  with  the  Govern¬ 
ment  In  advance  of  the  Incurrence  of  special 
or  unusual  costs  In  categories  where  reason¬ 
ableness  or  allocabllity  are  difficult  to  deter¬ 
mine.  Such  agreement  may  also  be  Initiated 
by  the  Government.  Any  such  agreement 
should  be  Incorporated  In  the  research  agree¬ 
ment  itself.  However,  the  absence  of  such  an 
advance  agreement  on  any  element  of  cost 
will  not  In  Itself  serve  to  make  that  element 
either  allowable  or  unallowable.  Examples  of 
costs  on  which  advance  agreements  may  be 
particularly  Important  are: 

1.  Facilities  costs,  such  as; 

a.  Depreciation 

b.  Rental 

c.  Use  charges  for  fully  depreciated  assets 

d.  Idle  faculties  and  Idle  capacity 

e.  Plant  reconversion 

f.  Extraordinary  or  deferred  maintenance 
and  repair 

g.  Acquisition  of  automatic  data  process¬ 
ing  equipment. 

2.  Preaward  costs 

3.  Non-hospital  professional  activities 

4.  Self-Insurance 

5.  Support  services  charged  directly  (com¬ 
puter  services,  printing  and  duplicating  serv¬ 
ices,  etc.) 

6.  Employee  compensation,  travel,  and 
other  personnel  costs.  Including; 

a.  Compensation  for  personal  service.  In¬ 
cluding  wages  and  salaries,  bonuses  and  In¬ 
centives.  premium  payments,  pay  for  time 
not  worked,  and  supplementary  compensa¬ 
tion  and  benefits,  such  as  pension  and  re¬ 
tirement,  group  Insurance,  severance  pay 
plans,  and  other  forms  of  compensation 

b.  Morale,  health,  welfare,  and  food  service 
and  dormitory  costs 

c.  Training  and  education  costs 

d.  Relocation  costs,  including  special  or 
mass  personnel  movement 

B.  Selected  items. — 1.  Advertising  costs. 
The  term  advertising  costs  means  the  costs 
of  advertising  media  and  corollary  adminis¬ 
trative  costs.  Advertising  media  include  mag¬ 
azines,  newspapers,  radio  and  television  pro¬ 
grams,  direct  maU,  exhibits,  and  the  like. 
The  only  advertising  costs  allowable  are  those 
which  are  solely  for; 

a.  The  recruitment  of  persons  required  for 
the  performance  by  the  Institution  of  obliga¬ 
tions  arising  under  the  research  agreement, 
when  considered  In  conjunction  with  all 
other  recruitment  costs  as  set  forth  In  para 
IX-B.34 

b.  The  procurement  of  scarce  items  for  the 
performance  of  the  research  agreement;  or 

c.  The  disposal  of  scrap  or  surplus  ma¬ 
terials  acquired  in  the  performance  of  the 
research  agreement. 

Ck)6ts  of  this  nature.  If  Incurred  for  more 
than  one  research  agreement  or  for  both  re¬ 
search  agreement  work  and  other  wmrk  of  the 
Institution,  are  allowable  to  the  extent  that 
the  principles  In  paragraph  IV  and  V  are 
observed. 

2.  Bad  debts.  Losses  arising  from  uncol¬ 
lectible  accounts  and  other  claims  and  re¬ 
lated  collection  and  legal  costs  are  unallow¬ 
able  except  that  a  bad  debt  may  be  Included 
as  a  direct  cost  of  the  research  agreement 
to  the  extent  that  it  Is  caused  by  a  research 


patient  and  approved  by  the  awarding 
agency.  This  Inclusion  is  only  Intended  to 
cover  the  situation  of  the  patient  admitted 
for  research  purposes  who  subsequently  or 
In  conjunction  with  the  research  receives 
clinical  care  for  which  a  charge  Is  made  to 
the  patient.  If,  after  exhausting  all  means 
of  collecting  these  charges,  a  bad  debt  re¬ 
sults,  It  may  be  considered  an  appropriate 
charge  to  the  research  agreement. 

3.  Bonding  costs,  a.  Bonding  costs  arise 
when  the  Government  requires  assurance 
against  financial  loss  to  Itself  or  others  by 
reason  of  the  act  or  default  of  the  hospital. 
’They  arise  also  In  Instances  where  the  hos¬ 
pital  requires  similar  assurance. 

Included  are  such  types  as  bid,  perform¬ 
ance,  payment,  advance  payment,  infringe¬ 
ment,  and  fidelity  bonds. 

b.  Costs  of  bonding  required  pursuant  to 
the  terms  of  the  research  agreement  are 
allowable. 

c.  Costs  of  bonding  required  by  the  hos¬ 
pital  In  the  general  conduct  of  its  business 
are  allowable  to  the  extent  that  such  bond¬ 
ing  is  in  accordance  with  sound  business 
practice  and  the  rates  and  premiums  are  rea¬ 
sonable  under  the  circumstances. 

4.  Capital  expenditures.  The  costs  of 
equipment,  buildings,  and  repairs  which  ma¬ 
terially  Increase  the  value  or  useful  life  of 
buUdlngs  or  equipment  should  be  capitalized 
and  are  unallowable  except  as  provided  for 
In  the  research  agreement. 

5.  Civil  defense  costs.  Civil  defense  costs 
are  those  Incuired  In  planning  for,  and  the 
protection  of  life  and  property  against  the 
possible  effects  of  enemy  attack.  Reasonable 
costs  of  civil  defense  measures  (including 
costs  In  excess  of  normal  plant  protection 
costs,  first-aid  training  and  supplies,  fire¬ 
fighting  training,  posting  of  additional  exit 
notices  and  directions,  and  other  approved 
civil  defense  measures)  undertaken  on  the 
Institution’s  premises  pursuant  to  sugges¬ 
tions  or  requirements  of  civil  defense  au¬ 
thorities  are  allowable  when  distributed  to 
all  activities  of  the  Institution.  Capital  ex¬ 
penditures  for  civil  defense  purposes  will 
not  be  allowed,  but  a  use  allowance  or  de¬ 
preciation  may  be  permitted  In  accordance 
with  provisions  set  forth  elsewhere.  Costs  of 
local  civil  defense  projects  not  on  the  Insti¬ 
tution’s  premises  are  unallowable. 

6.  Communication  costs.  Costs  Incurred 
for  telephone  services,  local  and  long  dis¬ 
tance  telephone  calls,  telegrams,  radiograms, 
postage,  and  the  like  are  allowable. 

7.  Compensation  for  personal  services. — 
a.  General.  Compensation  for  personal  serv¬ 
ices  covers  all  remuneration  paid  currently 
or  accrued  to  employees  of  the  hospital  for 
services  rendered  during  the  period  of  per¬ 
formance  under  government  research  agree¬ 
ments.  Such  remuneration  Includes  salaries, 
wages,  staff  benefits  (see  para.  IX-B.IO) ,  and 
pension  plan  costs  (see  para.  IX-B.25).  ’The 
costs  of  such  remuneration  are  allowable  to 
the  extent  that  the  total  compensation  to 
Individual  employees  Is  reasonable  for  the 
services  rendered  and  conforms  to  the  es¬ 
tablished  policy  of  the  Institution  consist¬ 
ently  applied,  and  provided  that  the  charges 
for  work  performed  directly  on  government 
research  agreements  and  for  other  work 
allocable  as  Indirect  costs  to  sponsored  re¬ 
search  are  determined  and  supported  as 
hereinafter  provided.  For  non-profit,  non¬ 
proprietary  Institutions,  where  federally  sup¬ 
ported  programs  constitute  less  than  a  pre¬ 
ponderance  of  the  activity  at  the  Institution 
the  primary  test  of  reasonableness  will  be  to 
require  that  the  Institution’s  compensation 
policies  be  applied  consistently  both  to 
federally-^xinsored  and  non-sponsored  ac¬ 
tivities  alike.  However,  where  special  circum¬ 
stances  so  dictate  a  contractual  clause  may 
be  utilized  which  calls  for  application  of 
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the  test  of  comparability  in  determining  the 
reasonableness  of  compensation. 

b.  Payroll  distribution.  Amounts  charged 
to  organized  research  for  personal  services, 
regardless  of  whether  treated  as  direct  costs 
or  allocated  as  indirect  costs,  will  be  based 
on  ho^ital  payrolls  which  have  been  ap¬ 
proved  and  documented  in  accordance  with 
generally  accepted  hospital  practices.  In 
order  to  develop  necessary  direct  and  indirect 
allocations  of  cost,  supplementary  data  on 
time  or  effort  as  provided  in  (c)  below,  nor¬ 
mally  need  be  required  only  for  individuals 
whose  compensation  is  properly  chargeable 
to  two  or  more  research  agreements  or  to 
two  or  more  of  the  following  broad  func¬ 
tional  categories:  (1)  patient  care;  (2)  orga¬ 
nized  research;  (3)  instruction  and  train¬ 
ing;  (4)  indirect  activities  as  defined  in  para. 
V-A;  M-  (5)  other  hospital  activities  as  de¬ 
fined  in  para.  II-E. 

c.  Reporting  time  or  effort.  Charges  for 
salaries  and  wages  of  individuals  other  than 
members  of  the  professional  staff  will  be 
supported  by  dally  time  and  attendance  and 
payroll  distribution  records.  For  members 

the  professional  staff,  current  and  reason¬ 
able  estimates  of  the  percentage  distribu¬ 
tion  of  their  total  effort  may  be  used  as  sup¬ 
port  in  the  absence  of  actual  time  records. 
The  term  professional  staff  for  purposes  of 
this  section  includes  physicians,  research 
associates,  and  other  personnel  performing 
work  at  responsible  levels  of  activities.  These 
personnel  normally  fulfill  duties,  the  com¬ 
petent  performance  of  which  usually  requires 
ptersons  possessing  degrees  from  accr^ited 
institutions  of  higher  learning  and/or  state 
licensure.  In  order  to  qualify  as  current  and 
reasonable,  estimates  must  be  made  no  later 
than  one  month  (though  not  necesarily  a 
calendar  month)  after  the  month  in  which 
the  services  were  performed. 

d.  Preparation  of  estimates  of  effort.  Where 
required  imder  (c)  above,  estimates  of  effort 
spent  by  a  member  of  the  professional  staff 
on  each  research  agreement  should  be  pre- 
peued  by  the  individual  who  performed  the 
services  or  by  a  responsible  individual  such  as 
a  department  head  or  supervisor  having  first¬ 
hand  knowledge  of  the  services  performed  on 
each  research  agreement.  Estimates  must 
show  the  allocation  of  effort  between  orga¬ 
nized  research  and  all  other  hospital  activi¬ 
ties  in  terms  of  the  percentckge  of  total  effort 
devoted  to  each  of  the  broad  fimctlonal  cate¬ 
gories  referred  to  in  (b)  above.  The  estimate 
of  effort  ^>ent  on  a  research  agreement  may 
Include  a  reasonable  amount  of  time  spent  in 
activities  contributing  and  intimately  re¬ 
lated  to  work  under  the  agreement,  such  as 
pr^arlng  and  delivering  special  lectures 
about  specific  aspects  at  the  ongoing  re¬ 
search,  writing  research  reports  and  articles, 
participating  in  appropriate  research  semi¬ 
nars,  consulting  with  colleagues  with  re¬ 
spect  to  related  research,  and  attending 
appropriate  scientific  meetings  and  con¬ 
ferences  The  term  "all  other  hospital  activ¬ 
ities”  would  Include  departmental  research, 
administration,  committee  work,  and  public 
services  undertaken  on  behalf  of  the  hospital. 

e.  Application  of  budget  estimates.  Esti¬ 
mates  determined  before  the  performance  of 
services,  such  as  budget  estimates  on  a 
monthly,  quarterly,  or  yearly  basis  do  not 
qualify  as  estimates  of  effort  spent. 

f.  Non-hospital  professional  activities.  A 
hospital  miist  not  alter  or  waive  hospital- 
wide  policies  and  practices  dealing  wlUi  the 
permissible  extent  of  professional  services 
over  and  above  those  traditionally  performed 
without  extra  hospital  compensation,  \mless 
such  arrangements  are  ^>eclfioally  authorized 
by  the  sponsoring  agency.  Where  ho^ltal- 
wide  policies  do  not  adequately  define  the 
permissible  extent  of  consultantahliM  or 
other  non-hospital  activities  undertaken  for 
extra  pay,  the  Oovemment  may  require  that 


the  effort  of  profesBianal  staff  working  under 
research  agreements  be  allocated  as  between 
(1)  hospital  activities,  and  (2)  non-bo^ltal 
professional  activities.  If  the  qionsorlng 
agency  Should  consider  the  extent  of  non- 
hospital  professional  effort  excessive,  appro¬ 
priate  arra'  4,ement8  governing  oompensatloo 
will  be  negotiated  on  a  case  by  case  basis. 

g.  Salary  rates  for  part-time  appointments. 
Charges  for  work  praformed  on  government 
research  by  staff  members  having  only  part- 
time  appointments  will  be  determined  at  a 
rate  not  in  excess  of  that  for  which  he  is 
regularly  paid  for  his  pcut-tlme  staff  assign¬ 
ment. 

8.  Contingency  provisions.  Contributions 
to  a  contingency  reserve  or  any  similar  pro¬ 
visions  made  for  events  the  occurrence  of 
which  cannot  be  foretold  with  certainty  as  to 
time,  intensity,  or  with  an  assurance  of  their 
happening,  are  unallowable. 

9.  Depreciation  and  use  allowances,  a.  Hos¬ 
pitals  may  be  compensated  for  the  use  of 
buildings,  capital  improvMnents  and  usable 
equipment  on  hand  through  depreciation  or 
use  allowances.  Depreciation  is  a  <4iarge  to 
current  operations  which  distributes  the  cost 
of  a  tangible  capital  asset,  less  estimated 
residual  value,  over  the  estimated  useful 
life  of  the  asset  in  a  systematic  and  logical 
manner.  It  does  not  involve  a  process  of  valu¬ 
ation.  Useful  life  has  reference  to  the  pro¬ 
spective  period  of  economic  usefulness  in  the 
particular  hospital’s  operations  as  distin¬ 
guished  from  physical  Ufe.  Use  allowances 
are  the  means  of  allowing  compensation 
when  depreciation  or  other  equivalent  costs 
are  not  considered. 

b.  Due  consideration  will  be  given  to  gov¬ 
ernment-furnished  research  facilities  utilized 
by  the  institution  when  computing  use  al¬ 
lowances  and 'or  depreciation  if  the  govern¬ 
ment-furnished  research  facilities  are  ma¬ 
terial  in  amount.  Computation  of  the  use 
allowance  and  or  depreciation  will  exclude 
both  the  cost  or  any  portion  of  the  cost  of 
grounds,  buildings  and  equipment  borne  by 
or  donated  by  the  Federal  Government,  ir¬ 
respective  of  where  title  was  originally  vested 
or  where  it  presently  resides,  and  secondly, 
the  cost  of  grounds.  Capital  e]q>endltures  for 
land  improvements  (paved  areas,  fences, 
streets,  sidewalks,  utility  conduits,  and  simi¬ 
lar  improvements  not  already  Included  in  the 
cost  of  buildings)  are  allowable  provided  the 
systematic  amortization  of  such  capital  ex¬ 
penditures  has  been  provided  in  the  institu¬ 
tion’s  books  ot  account,  based  on  reasonable 
determinations  of  the  probable  useful  lives 
of  the  individual  items  Involved,  and  the 
share  allocated  to  organized  research  is  de¬ 
veloped  from  the  amount  thus  amortized  for 
the  base  pwiod  involved. 

c.  Normal  depreciation  on  a  hospital’s 
plant,  equipment,  and  other  capital  facili¬ 
ties,  except  as  excluded  by  (d)  below,  is  an 
allowable  element  of  research  cost  provided 
that  the  amount  thereof  is  computed: 

1.  Upon  the  property  cost  basis  used  by 
the  hospital  for  Federal  Income  Tax  pur¬ 
poses  (See  section  167  of  the  Internal 
Reventie  Code  of  1954);  or 

2.  In  the  case  of  non-profit  or  tax  exempt 
organizations,  upon  a  property  cost  basis 
which  could  have  been  used  by  the  hospital 
few  Federal  Income  Tax  purposes,  had  such 
hospital  been  subject  to  the  payment  of 
Income  tax;  and  in  either  case 

3.  By  the  consistent  application  to  the 
assets  concerned  of  any  generally  accepted 
accounting  method,  and  subject  to  the  limi¬ 
tations  of  the  Internal  Revenue  Code  of  1964 
as  amended.  Including — 

I.  The  straight  line  method; 

II.  The  declining  balance  method,  using  a 
rate  not  exceeding  twice  the  rate  which 
would  have  been  used  had  the  annual  allow¬ 
ance  been  computed  under  the  method  de¬ 
scribed  in  (1)  above; 


m.  The  sum  of  the  years-dlglts  method; 
and 

Iv.  Any  oither  consistent  method  produc¬ 
tive  of  an  annual  allowance  which,  when 
added  to  all  allowances  for  the  period  com¬ 
mencing  with  the  use  of  the  property  and 
including  the  current  year,  does  not  during 
the  first  two-thirds  of  the  useful  life  of  the 
property  exceed  the  total  of  such  allowances 
which  would  have  been  used  had  such  allow¬ 
ances  been  computed  under  the  method 
described  in  (ii)  above. 

d.  Where  the  depreciation  method  is  fol¬ 
lowed,  adequate  pre^erty  records  must  be 
maintained.  ’The  period  of  useful  service 
(service  life)  established  in  each  case  for 
usable  capital  assets  must  be  determined 
on  a  realistic  basis  which  takes  into  con¬ 
sideration  such  factors  as  type  of  construc¬ 
tion,  nature  of  the  equipment  used,  tech¬ 
nological  developments  in  the  particular 
research  area,  and  the  renewal  and  replace¬ 
ment  policies  followed  for  the  individual 
items  or  classes  of  assets  involved.  Where 
the  depreciation  method  is  Introduced  for 
application  to  assets  acquired  in  prior  years, 
the  annual  charges  therefrom  must  not  ex¬ 
ceed  the  amounts  that  would  have  resulted 
had  the  depreciation  method  been  in  effect 
from  the  date  of  acquisition  of  such  assets. 

e.  Depreciation  on  idle  or  excess  facilities 
shall  not  be  allowed  except  on  such  facilities 
as  are  reasonably  necessary  for  standby 
purposes. 

f.  Where  an  institution  elects  to  go  on  a 
depreciation  basis  for  a  particular  class  of 
assets,  no  depreciation,  rental  or  use  charge 
may  be  allowed  on  any  such  assets  that 
would  be  viewed  as  fully  depreciated;  pro¬ 
vided,  however,  that  reasonable  use  charges 
may  be  negotiated  for  any  such  assets  if 
warranted  after  taking  into  consideration 
the  cost  of  the  facility  or  item  Invi^ved,  the 
estimated  useful  life  remaining  at  time  of 
negotiation,  the  actual  replacement  policy 
followed  in  the  light  of  service  lives  used 
for  calculating  depreciation,  the  effect  of 
any  Increased  maintenance  charges  or  de¬ 
creased  eflBcIency  due  to  age,  and  any  other 
fcbctors  pertinent  to  the  utilization  of  the 
facility  or  item  for  the  purpose  contem¬ 
plated. 

g.  Hospitals  which  choose  a  depreciation 
allowance  for  assets  purchased  prior  to  1966 
based  on  a  percentage  of  operating  costs  in 
lieu  of  normal  depreciation  for  purposes  of 
reimbursement  under  Public  Law  89-97 
(Medicare)  shall  utilize  that  method  for  de¬ 
termining  depreciation  applicable  to  orga¬ 
nized  resefuch. 

’The  operating  costs  to  be  used  are  the 
lower  of  the  hospital’s  1965  operating  costs 
or  the  hospital’s  current  year’s  allowable 
costs.  ’The  percent  to  be  applied  is  5  percent 
starting  with  the  year  1968-67,  with  such 
percentage  being  uniformity  reduced  by 
one-half  percent  each  succeeding  year.  ’The 
allowance  based  on  operating  costs  is  in 
addition  to  regular  depreciation  on  assets 
acquired  after  1966.  However,  the  combined 
amount  of  such  allowance  on  pre-1966  assets 
and  the  allowance  for  actual  depreciation  on 
assets  acquired  after  1965  may  not  exceed  6 
percent  of  the  hospital’s  allowable  cost  for 
the  current  year.  After  total  depreciation 
has  been  computed,  allocation  methods  are 
used  to  determine  the  share  attributable  to 
organized  research. 

For  purposes  of  this  section,  "Operating 
Costs’’  means  the  total  costs  Inciured  by  the 
hospital  in  operating  the  institution,  and 
Includes  patient  care,  research,  and  other 
activities.  "Allowable  Costs”  means  operat¬ 
ing  costs  less  unallowable  costs  €is  defined  in 
these  principles;  by  the  appllcatkm  of  al¬ 
location  methods  to  the  total  amount  ot 
such  allowable  costs,  the  share  attributable 
to  Federally-sponsored  research  is  deter¬ 
mined. 
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A  hospital  which  elects  to  use  this  proce¬ 
dure  under  Public  Law  89-97  and  subse¬ 
quently  changes  to  an  actual  depreciation 
basis  on  pre-1966  assets  in  accordance  with 
the  option  afforded  under  the  Medicare  pro¬ 
gram  shall  simultaneously  change  to  an  ac¬ 
tual  depreciation  basis  for  organized 
research. 

Where  the  hospital  desires  to  change  to 
actual  depreciation  but  either  has  no  his¬ 
torical  cost  records  or  has  incomplete  rec¬ 
ords,  the  determination  of  historical  cost 
could  be  made  through  appropriate  means 
involving  expert  consultation  with  the  de¬ 
termination  being  subject  to  review  and 
approval  by  the  Department  of  Health, 
Education,  and  Welfare. 

h.  Where  the  use  allowance  method  Is  fol¬ 
lowed,  the  use  allowance  for  buildings  and 
improvements  will  be  computed  at  an  an¬ 
nual  rate  not  exceeding  two  percent  of  ac¬ 
quisition  cost.  The  use  allowance  for  equip¬ 
ment  will  be  computed  at  an  annual  rate 
not  exceeding  six  and  two-thirds  percent  of 
acquisition  cost  of  usable  equipment  in  those 
cases  where  the  institution  maintains  cur¬ 
rent  records  with  respect  to  such  equipment 
on  hand.  Where  the  institution’s  records 
reflect  only  the  cost  (actual  or  estln.ated) 
of  the  OTiglnal  complement  of  equipment, 
the  use  allowance  will  be  computed  at  an 
annual  rate  not  exceeding  ten  percent  of  such 
cost.  Original  complement  for  this  purpose 
means  the  complement  of  equipment  ini¬ 
tially  placed  In  buildings  to  perform  the 
functions  currently  being  performed  in  such 
bulldlngsr  however,  where  a  permanent 
change  in  the  function  of  a  building  takes 
place,  a  redetermlnatlon  of  the  original 
complement  of  equipment  may  be  made  at 
that  time  to  establish  a  new  original  com¬ 
plement.  In  those  cases  where  no  equip¬ 
ment  records  are  maintained,  the  institution 
will  Justify  a  reasonable  estimate  of  the 
acquisition  cost  of  usable  equipment  which 
may  be  used  to  compute  the  use  allowance 
at  an  annual  rate  not  exceeding  six  and 
two-thirds  percent  of  such  estimate. 

I.  Depreciation  and/or  use  charges  should 
usually  be  allocated  to  research  and  other 
activities  as  an  Indirect  cost. 

10.  Employee  morale,  health,  and  welfare 
costs  and  credits.  The  costs  of  house  publi¬ 
cations,  health  or  flrst-ald  beneflts,  recrea¬ 
tional  activities,  employees'  counseling  serv¬ 
ices,  and  other  expenses  incurred  in  accord¬ 
ance  with  the  hospital’s  established  practice 
or  custom  for  the  Improvement  of  working 
conditions,  employer-employee  relations,  em¬ 
ployee  morale,  and  employee  performance, 
are  allowable.  Such  costs  will  be  equitably 
apportioned  to  all  activities  of  the  hospital. 
Income  generated  from  any  of  these  activities 
will  be  credited  to  the  cost  thereof  unless 
such  Income  has  been  Irrevocably  set  over 
to  employee  welfare  organizations. 

II.  Entertainment  costs.  Except  as  pertains 
to  10  above,  costs  Incurred  for  amiisement, 
social  activities,  entertainment,  and  any 
items  relating  thereto,  such  as  meals,  lodg¬ 
ing,  rentals,  transportation,  and  gratuities 
are  unallowable. 

12.  Equipment  and  other  facilities.  The  cost 
of  equipment  or  other  facilities  are  allowable 
on  a  direct  charge  basis  where  such  purchases 
are  approved  by  the  sponsoring  agency  con¬ 
cerned  or  provided  for  by  the  terms  of  the  re¬ 
search  agreement. 

13.  Fines  and  penalties.  Costs  resulting 
from  violations  of,  or  failure  of  the  institu¬ 
tion  to  comply  with  federal,  state  and  local 
laws  and  regulations  are  unallowable  except 
when  Incurred  as  a  result  of  compliance  with 
specific  provisions  of  the  research  agreement, 
or  instructions  in  writing  from  the  awarding 
agency. 

14.  Insurance  and  indemnification,  a.  Costs 
of  Insurance  required  or  approved  and  main¬ 


tained  pursuant  to  the  research  agreement 
are  allowable. 

b.  Costs  of  other  insurance  maintained  by 
the  hospital  in  connection  with  the  general 
conduct  of  Its  activities  are  allowable  subject 
to  the  following  limitations:  (1)  types  and 
extent  and  cost  of  coverage  must  be  in  ac¬ 
cordance  with  sound  institutional  practice; 
(2)  costs  of  insurance  or  of  any  contributions 
to  any  reserve  covering  the  risk  of  loss  of 
or  damage  to  government  owned  property  are 
unallowable  except  to  the  extent  that  the 
Government  has  specifically  required  or  ap¬ 
proved  such  costs;  and  (3)  costs  of  insiu- 
ance  on  the  lives  of  officers  or  trustees  are 
unallowable  except  where  such  insurance  is 
part  of  an  employee  plan  which  is  not  unduly 
restricted. 

c.  Contributions  to  a  reserve  for  an  ap¬ 
proved  self-insurance  program  are  allowable 
to  the  extent  that  the  types  of  coverage, 
extent  of  coverage,  and  the  rates  and  premi¬ 
ums  would  have  been  allowed  bad  Insurance 
been  purchased  to  cover  the  risks.  Such  con¬ 
tributions  are  subject  to  prior  approval  of 
the  Government. 

d.  Actual  losses  which  could  have  been 
covered  by  permissible  insurance  (through 
an  approved  self-insurance  program  or  other¬ 
wise)  are  unallowable  unless  expressly  pro¬ 
vided  for  In  the  research  agreement,  except 
that  costs  incurred  because  of  losses  not  cov¬ 
ered  under  nominal  deductible  insurance 
coverage  provided  in  keeping  with  sound 
management  practice  as  well  as  minor  losses 
not  covered  by  Insurance  such  as  spoilage, 
breakage  and  disappearance  of  small  hand 
tools  which  occur  In  the  ordinary  course  of 
operations  are  allowable. 

16.  Interest,  fund  raising  and  investment 
management  costs,  a.  Costs  incurred  for  in¬ 
terest  on  borrowed  capital  or  temporary  use 
of  endowment  funds,  however  represented, 
are  unallowable. 

b.  Costs  of  organized  fund  raising,  includ¬ 
ing  flnancial  campaigns,  endowment  drives, 
solicitation  of  gifts  and  bequests,  and  simi¬ 
lar  expenses  Incurred  solely  to  raise  capital 
or  obtain  contributions  are  not  allowable. 

c.  Costs  of  Investment  counsel  and  staff 
and  similar  expenses  incurred  solely  to  en¬ 
hance  Income  from  investments  are  not  al¬ 
lowable. 

d.  Costs  related  to  the  physical  custody  and 
control  of  monies  and  securities  are  allow¬ 
able. 

16.  Labor  relations  costs.  Costs  incurred  in 
maintaining  satisfactory  relations  between 
the  hospital  and  its  employees,  including 
costs  of  labor  management  conunittees,  em¬ 
ployees’  publications,  and  other  related  ac¬ 
tivities  are  allowable. 

17.  Losses  on  research  agreements  or  con¬ 
tracts.  Any  excess  of  costs  over  income  un¬ 
der  any  agreement  or  contract  of  any  nature 
is  unallowable.  This  Includes,  but  is  not  lim¬ 
ited  to,  the  hospital’s  contributed  portion  by 
reason  of  cost-sharing  agreements,  under- 
recoveries  through  negotiation  of  flat 
amounts  for  overhead,  or  legal  or  administra¬ 
tive  limitations. 

18.  Maintenance  and  repair  costs,  a.  Costs 
necessary  for  the  upkeep  of  property  (in¬ 
cluding  government  property  unless  other¬ 
wise  provided  for) ,  which  neither  add  to  the 
permanent  value  of  the  property  nor  appre¬ 
ciably  prolong  its  Intended  life,  but  keep  it 
in  an  efficient  operating  condition,  are  to  be 
treated  as  follows; 

1.  Normal  maintenance  and  repair  costs 
are  allowable; 

2.  Extraordinary  maintenance  and  repair 
costs  are  allowable,  provided  they  are  al¬ 
located  to  the  periods  to  which  applicable  for 
purposes  of  determining  research  costs. 

b.  Expenditures  for  plant  and  equipment, 
including  rehabilitation  thereof,  which  ac¬ 
cording  to  generally  accepted  accounting 
principles  as  applied  under  the  hospital’s  es¬ 


tablished  policy,  should  be  capitalized  and 
subjected  to  depreciation,  are  allowable  only 
on  a  depreciation  basis. 

19.  Material  costs.  Costs  incurred  for  pur¬ 
chased  materials,' supplies  and  fabricated 
parts  directly  or  indirectly  related  to  the 
research  agreement,  are  allowable.  Pur¬ 
chases  made  speclflcally  for  the  research 
agreement  should  be  charged  thereto  at  their 
actual  prices  after  deducting  all  cash  dis¬ 
counts,  trade  discounts,  rebates,  and  allow¬ 
ances  received  by  the  institution.  With¬ 
drawals  from  general  stores  or  stockrooms 
should  be  charged  at  their  cost  'under  any 
recognized  method  of  pricing  stores  with¬ 
drawals  conforming  to  sound  accounting 
practices  consistently  followed  by  the  hospi¬ 
tal.  Incoming  transportation  charges  are  a 
proper  part  of  material  cost.  Direct  material 
cost  should  Include  only  the  materials  and 
supplies  actually  used  for  the  performance 
of  the  research  agreement,  and  due  credit 
should  be  given  for  any  excess  materials  re¬ 
tained  or  returned  to  vendors.  Due  credit 
should  be  given  for  all  proceeds  or  value  re¬ 
ceived  for  any  scrap  resulting  from  work 
under  the  research  agreement.  Where  gov¬ 
ernment  donated  or  furnished  material  is 
used  in  perforaing  the  research  agreement, 
such  material' will  be  used  without  charge. 

20.  Memberships,  subscriptions  and  profes¬ 
sional  activity  costs,  a.  Costs  of  the  hospital’s 
membership  in  civic,  business,  technical  and 
professional  organizations  are  allowable. 

*  b.  Costs  of  the  hospital’s  subscriptions  to 
civic,  business,  professional  and  technical 
periodicals  are  allowable. 

c.  Costs  of  meetings  and  conferences,  when 
the  primary  purpose  is  the  dissemination  of 
technical  information,  are  allowable.  This  in¬ 
cludes  costs  of  meals,  transportation,  rental 
of  facilities,  and  other  items  incidental  to 
such  meetings  or  conferences. 

21.  Organization  costs.  Expenditures  such 
as  incorporation  fees,  attorneys’  fees,  account¬ 
ants’  fees,  brokers’  fees,  fees  to  promoters  and 
organizers  in  connection  with  (a)  organiza¬ 
tion  or  reorganization  of  a  hospital,  or  (b) 
raising  capital,  are  unallowable. 

22.  Other  business  expenses.  Included  in 
this  item  are  such  recurring  expenses  as 
registry  and  transfer  charges  resulting  from 
changes  in  ownership  of  securities  issued  by 
the  hospital,  cost  of  shareholders  meetings 
preparation  and  publication  of  reports  to 
shareholders,  preparation  and  submission  of 
required  reports  and  forms  to  taxing  and 
other  regulatory  bodies,  and  incidental  costs 
of  directors  and  committee  meetings.  The 
above  and  similar  costs  are  allowable  when 
allocated  on  an  equitable  basis. 

23.  Patient  care.  The  cost  of  routine  and 
ancillary  or  special  services  to  research  pa¬ 
tients  is  an  allowable  direct  cost  of  research 
agreements. 

a.  Routine  services  shall  include  the  costs 
of  the  regular  room,  dietary  and  nursing 
services,  minor  medical  and  surgical  supplies 
and  the  use  of  equipment  and  facilities  for 
which  a  separate  charge  is  not  customarily 
made. 

b.  Ancillary  or  special  services  are  the  serv¬ 
ices  for  which  charges  are  customarily  made 
in  addition  to  routine  services,  such  as  op¬ 
erating  rooms,  anesthesia,  laboratory,  BMR- 
EKG,  etc. 

c.  Patient  care,  whether  expressed  as  a  rate 
or  an  amount,  shall  be  computed  in  a  man¬ 
ner  consistent  with  the  procedures  used  to 
determine  reimbursable  costs  under  Public 
Law  89-97  (Medicare  Program)  as  defined 
under  the  “Principles  Of  Reimbursement  For 
Provider  Costs’’  published  by  the  Social 
Security  Administration  of  the  Department 
of  Health,  Education,  and  Welfare.  The  allow¬ 
ability  of  specific  categories  of  cost  shall  be 
in  accordance  with  those  principles  rather 
than  the  principles  for  research  contained 
herein.  In  the  absence  of  participation  in  the 
Medicare  program  by  a  hospital,  all  refer- 
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ences  to  the  Medicare  program  In  these  prin¬ 
ciples  shall  be  construed  as  meaning  the 
Medicaid  program. 

I.  Once  costs  have  been  recognized  as  al¬ 
lowable,  the  indirect  costs  or  general  servloe 
center’s  cost  shall  be  allocated  (stepped- 
dQwn)  to  special  service  centers,  and  all 
patient  and  nonpatient  costs  centCTS  based 
upon  actual  services  received  or  benefiting 
these  centers. 

II.  After  allocation,  routine  and  ancillary 
costs  shall  be  appcMtioned  to  scatter-bed  re¬ 
search  patients  on  the  same  basis  as  Is  used 
to  apportion  costs  to  Medicare  patients,  l.e. 
using  either  the  departmental  method  or  the 
combination  method,  as  those  methods  are 
defined  by  the  Social  Security  Administra¬ 
tion;  except  that  final  settlement  shall  be  on 
a  grant-by-grant  basis.  However,  to  the  ex¬ 
tent  that  the  Social  Security  Administration 
has  recognized  any  other  method  of  cost  ap¬ 
portionment,  that  method  generally  shall 
also  be  recognized  as  applicable  to  the  deter¬ 
mination  of  research  patient  care  costs. 

III.  A  cost  center  must  be  established  on 
Medicare  reimbursement  forms  for  each  dis¬ 
crete-bed  unit  grant  award  received  by  a 
hospital.  Routine  costs  should  be  stepped- 
down  to  this  line  Item(s)  In  the  normal 
course  of  stepping-down  costs  under  Medl- 
care/Medlcald  requirements.  However,  In 
stepplng-down  routine  costs,  consideration 
must  be  given  to  preventing  a  step-down  of 
those  costs  to  discrete-bed  unit  line  Items 
that  have  already  been  paid  for  directly  by 
the  grant,  such  as  bedside  nursing  costs.  An¬ 
cillary  costs  allocable  to  research  discrete - 
bed  units  shall  be  determined  and  proposed 
In  accordance  with  Section  23.c.li. 

d.  Where  federally  sponsored  research  pro¬ 
grams  provide  specifically  fOT  the  direct  re¬ 
imbursement  of  nursing,  dietary,  and  other 
services,  appropriate  adjustment  must  be 
made  to  patient  care  costs  to  preclude  du¬ 
plication  and/OT  misallocation  of  costs. 

24.  Patent  costs.  Costs  of  preparing  dis¬ 
closures,  reports  and  other  documents  re¬ 
quired  by  the  research  agreement  and  of 
searching  the  art  to  the  extent  necessary  to 
make  such  invention  disclosures  are  allow¬ 
able.  In  accordance  with  the  clauses  of  the 
research  agreement  relating  to  patents,  costs 
of  preparing  documents  and  any  other  pa¬ 
tent  costs.  In  connection  with  the  filing  of  a 
patent  application  where  title  Is  conveyed  to 
the  Government,  are  allowable.  (See  also 
para.  IX-B.36.) 

25.  Pension  plan  costs.  Costs  of  the  hos¬ 
pital's  pension  plan  which  are  lnc\uTed  In 
accordance  with  the  established  policies  of 
the  Institution  are  allowaUe,  provided  such 
policies  meet  the  test  of  reasonableness  and 
the  methods  of  cost  allocation  are  not  dis¬ 
criminatory,  and  provided  appropriate  ad¬ 
justments  are  made  tar  credits  or  gains  aris¬ 
ing  out  of  normal  and  abnormal  employee 
turnover  or  any  other  contingencies  that  can 
result  In  forfeitures  by  employees  which  In¬ 
ure  to  the  benefit  of  the  hospital. 

26.  Plan  security  costs.  Necessary  expenses 
Incurred  to  comply  with  government  secu¬ 
rity  requirements  Including  wages,  uniforms 
and  equipment  of  personnel  engaged  In  plant 
protection  cu-e  allowable. 

27.  Preresearch  agreement  costs.  Costs  In¬ 
curred  prior  to  the  effective  date  of  the  re¬ 
search  agreement,  whether  or  not  they  would 
have  been  allowable  thereunder  if  incurred 
aftM*  such  date,  are  unallowable  unless  spe¬ 
cifically  set  forth  and  identified  in  the  re¬ 
search  agreement. 

28.  Professional  services  costs,  a.  Costs  of 
professional  services  rendered  by  the  mem¬ 
bers  of  a  particular  profession  who  are  not 
employees  of  the  ho^ltal  are  allowable  sub¬ 
ject  to  (b)  and  (c)  below  when  reasonable  In 
ration  to  the  services  rendered  and  when 
not  contingent  upon  recovery  of  the  costs 


from  the  Government.  Retainer  fees  to  be 
allowable  miist  be  reasonably  supported  by 
evidence  of  servloee  rendered. 

b.  Factors  to  be  considered  In  determining 
the  allowability  of  costs  In  a  particular  case 
Include  (1)  the  past  pattern  of  such  costs, 
particularly  In  the  years  prior  to  the  award 
of  gov«Tunent  research  agreements  on  the 
Institution’s  total  activity;  (2)  the  nature 
and  scope  of  managerial  services  expected  of 
the  Institution’s  own  organizations;  and  (3) 
whether  the  proportion  of  government  work 
to  the  ho^ltal’s  total  activity  Is  such  as  to 
Infiuence  the  institution  In  favor  of  In- 
ciuTlng  the  cost,  particularly  where  the  serv¬ 
ices  rendered  are  not  of  a  continuing  nature 
and  have  little  relationship  to  work  under 
government  research  agreements. 

c.  Costs  of  legal,  accounting  and  consult¬ 
ing  services,  and  related  costs  Incurred  in 
connection  with  organization  and  reorga¬ 
nization  or  the  prosecution  of  claims  against 
the  Government  are  unallowable.  Costs  of 
legal,  accounting  and  consulting  services,  and 
related  costs  incurred  In  connection  with 
patent  Infringement  litigation  are  unallow¬ 
able  unless  otherwise  provided  fc»'  in  the  re¬ 
search  agreement. 

29.  Profits  and  losses  on  disposition  of 
plant  equipment,  or  other  assets.  Profits  or 
losses  of  any  nature  arising  from  the  sale  ch’ 
exchange  of  plant,  equipment,  or  other  capi¬ 
tal  assets.  Including  sales  or  exchange  of  ei¬ 
ther  short-  or  long-term  Investments,  shall 
be  excluded  In  computing  research  agree¬ 
ment  costs.* 

30.  Proposal  costs.  Proposal  costs  are  the 
costs  of  preparing  bids  or  proposals  on  poten¬ 
tial  government  and  non-government  re¬ 
search  agreements  or  projects.  Including  the 
development  of  technical  data  and  cost  data 
necessary  to  support  the  Institution’s  bids  or 
proposals.  Proposal  costs  of  the  current  ac¬ 
counting  period  of  both  successful  and  un¬ 
successful  bids  and  proposals  normally  should 
be  treated  as  Indirect  costs  and  allocated 
currently  to  all  activities  of  the  Institution, 
and  no  proposal  costs  of  past  accounting 
periods  will  be  allocable  In  the  current  period 
to  the  government  research  agreement.  How¬ 
ever,  the  institution’s  established  practices 
may  be  to  treat  proposal  costs  by  some  other 
recognized  method.  Regardless  of  the  meth¬ 
ods  used,  the  results  obtained  may  be  ac¬ 
cepted  only  If  found  to  be  reasonable  and 
equitable. 

31.  Public  information  services  costs.  Costs 
of  news  releases  pertaining  to  specific  re¬ 
search  or  scientific  accomplishment  are  un¬ 
allowable  unless  specifically  authorized  by 
the  sponsoring  agency. 

32.  Rearrangement  and  alteration  costs. 
Costs  Incurred  for  ordinary  or  normal  rear¬ 
rangement  and  alteration  of  facilities  are 
allowable.  Special  rearrangement  and  altera¬ 
tion  costs  Incurred  specifically  for  a  project 
are  allowable  only  as  a  direct  charge  when 
such  work  has  been  approved  In  advance  by 
the  sponsoring  agency  concerned. 

33.  Reconversion  costs.  Costs  Incurred  In 
the  restortlon  or  rehabilitation  of  the  Insti¬ 
tution’s  facilities  to  approximately  the  same 
condition  existing  Immediately  prior  to  com¬ 
mencement  of  government  research  agree¬ 
ment  work,  fair  wear  and  tear  excepted,  are 
allowable. 

34.  Recruiting  costs,  a.  Subject  to  (b) ,  (c) , 
and  (d)  below,  and  provided  that  the  size  of 
the  staff  recruited  and  maintained  is  In  keep¬ 
ing  with  workload  requirements,  costs  of 
"help  wanted"  advertising,  (derating  costs 
of  an  employment  office  necessary  to  secure 
and  maintain  an  adequate  staff,  costs  of 
operating  an  aptitude  and  educational  test¬ 
is  program,  travel  costs  of  employees  while 
engaged  In  recruiting  personnel,  travel  costs 
of  applicants  tor  Interviews  for  prospective 
employment,  and  relocation  costs  inciured 
Incident  to  recruitment  new  employees 


are  allowable  to  the  extent  that  such  costs 
are  incurred  pursuant  to  a  well  managed  re¬ 
cruitment  program.  Where  an  Institution 
uses  employment  agencies,  costs  not  In  ex¬ 
cess  of  standard  commercial  rates  for  such 
services  are  allowable. 

b.  In  publications,  costa  of  help  wanted 
advertising  that  Includes  color,  includes  ad¬ 
vertising  material  for  other  than  recruitment 
purposes,  or  Is  excessive  In  size  (taking  Into 
consideration  recruitment  purposes  for  which 
Intended  and  normal  Institutional  practices 
In  this  respect)  are  unallowable. 

c.  Costs  of  help  wanted  advertising,  special 
emoluments;  fringe  benefits,  and  salary  al¬ 
lowances  Incurred  to  attract  professional  per¬ 
sonnel  from  other  Institutions  that  do  not 
meet  the  test  of  reasonableness  or  do  not 
conform  with  the  established  practices  of 
the  Institution  are  unallowable. 

d.  Where  relocaticm  costs  Incurred  Incident 
to  recruitment  of  a  new  employee  have  been 
allowed  either  as  an  allocable  direct  or  In¬ 
direct  cost,  and  the  newly  hired  employee 
resigns  for  reasons  within  his  control  within 
twelve  months  after  hire,  the  Institution 
will  be  required  to  refund  or  credit  such  re¬ 
locations  costs  as  were  charged  to  the  Gov¬ 
ernment. 

35.  Rental  costs  (including  sale  and  lease¬ 
back  of  facilities),  a.  Rental  costs  of  land, 
building,  and  equipment  and  other  personal 
property  are  allowable  If  the  rates  are  rea¬ 
sonable  In  light  of  such  factors  as  rental 
costs  of  comparable  facilities  and  market 
conditions  in  the  area,  the  type,  life  expec¬ 
tancy,  condition,  and  vsdue  of  the  facilities 
leased,  options  available,  and  other  provisions 
of  the  rental  agreement.  Application  of  these 
factors.  In  situations  where  rentals  are  ex¬ 
tensively  used,  may  Involve  among  other 
considerations  comparison  of  rental  costs 
with  the  amount  which  the  hospital  would 
have  received  had  it  owned  the  facilities. 

b.  Charges  In  the  nature  of  rent  between 
organizations  having  a  legal  or  other  affilia¬ 
tion  or  arrangement  such  as  hospitals,  medi¬ 
cal  schools,  foundations,  etc.,  are  allowable 
to  the  extent  such  charges  do  not  exceed  the 
normal  costs  of  ownership  such  as  deprecia¬ 
tion,  taxes,  insurance,  and  maintenance,  pro¬ 
vided  that  no  part  of  such  costs  shall  dupli¬ 
cate  any  other  allowed  costs. 

c.  Unless  otherwise  specifically  provided  in 
the  agreement,  rental  costs  specified  in  sale 
and  lease-back  agreements  Incurred  by  hospi¬ 
tals  through  selling  plant  facilities  to  In¬ 
vestment  organizations  such  as  insmance 
companies  to  private  Investors,  and  con¬ 
currently  leasing  back  the  same  facilities  are 
allowable  only  to  the  extent  that  such  rentals 
do  not  exceed  the  amount  which  the  hospital 
would  have  received  had  it  retained  legal 
title  to  the  facilities. 

36.  Royalties  and  other  costs  for  use  of 
patents.  Royalties  on  a  patent  or  amortiza¬ 
tion  of  the  cost  of  acquiring  a  patent  or  in¬ 
vention  or  rights  thereto  necessary  for  the 
proper  performance  of  the  research  agree¬ 
ment  and  applicable  to  tasks  or  processes 
thereunder  are  allowable  unless  the  Govern¬ 
ment  has  a  license  or  the  right  to  free  use 
of  the  patent,  the  patent  has  been  adjudi¬ 
cated  to  be  invalid,  or  has  been  adminis¬ 
tratively  determined  to  be  invalid,  the  patent 
is  considered  to  be  unenforceable,  or  the 
patent  has  expired. 

37.  Severance  pay.  a.  Severance  pay  Is  com¬ 
pensation  in  addition  to  regular  salaries  and 
wages  which  is  paid  by  a  hospital  to  employ¬ 
ees  whose  services  are  being  terminated. 
Costs  of  severance  pay  are  allowable  only  to 
the  extent  that  such  payments  are  required 
by  law,  by  employer-employee  agreement,  by 
established  policy  that  constitutes  In  ef¬ 
fect  an  Implied  agreement  on  the  Institu¬ 
tion’s  part,  or  by  circumstances  of  the  par¬ 
ticular  employment. 

b.  Severance  payments  that  are  due  to 
normal,  recurring  turnover,  and  which  other- 
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wise  meet  the  conditions  of  (a)  above  may  be 
allowed  provided  the  actual  costs  of  such 
severance  payments  are  regarded  as  expenses 
applicable  to  the  current  fiscal  year  and  are 
equitably  distributed  among  the  Institution’s 
activities  during  that  period. 

c.  Severance  payments  that  are  due  to  ab¬ 
normal  or  mass  terminations  are  of  such 
conjectural  nature  that  allowability  must  be 
determined  on  a  case-by-case  basis.  However, 
the  Government  recognizes  Its  obligation  to 
psu^lclpate  to  the  extent  of  Its  fair  share  In 
any  specific  payment. 

38.  Specialized  service  facilities  operated  by 
a  hospital,  a.  The  costs  of  Institutional  serv¬ 
ices  Involving  the  use  of  highly  complex  and 
specialized  facilities  such  as  electronic  com¬ 
puters  and  reactors  are  allowable  provided 
the  charges  therefor  meet  the  conditions  of 
(b)  or  (c)  below,  and  otherwise  take  Into 
account  any  Items  of  Income  or  federal  fi¬ 
nancing  that  qualify  as  applicable  credits 
under  para.  III-E. 

b.  The  costs  of  such  hospital  services  nor¬ 
mally  will  be  charged  directly  to  applicable 
research  agreements  based  on  actual  usage 
or  occupancy  of  the  facilities  at  rates  that 
(1)  are  designed  to  recover  only  actual  costs 
of  providing  such  services,  and  (2)  are  ap¬ 
plied  on  a  nondlscrlmlnatory  basis  as  be¬ 
tween  organized  research  and  other  work  of 
the  hospital  including  commercial  or  accom¬ 
modation  sales  and  usage  by  the  hospital  for 
Internal  purposes.  This  would  Include  use  of 
such  facilities  as  radiology,  laboratories, 
maintenance  men  used  for  a  special  purpose, 
medical  art,  photography,  etc. 

c.  In  the  absence  of  an  acceptable  arrange¬ 
ment  for  direct  costing  as  provided  in  (b) 
above,  the  costs  Incurred  for  such  instltu- 
tioiud  services  may  be  assigned  to  research 
agreements  as  Indirect  costs,  provided  the 
methods  used  achieve  substantially  the  same 
results.  Such  arrangements  should  be 
worked  out  in  coordination  with  all  govern¬ 
ment  users  of  the  facilities  In  order  to  assure 
equitable  distribution  of  the  indirect  costs. 

39.  Special  administrative  costs.  Costs  In¬ 
curred  for  general  public  relations  activities, 
catalogs,  alunml  activities,  and  similar  serv¬ 
ices  are  unallowable. 

40.  Staff  and/or  employee  benefits,  a.  Staff 
and/or  employee  benefits  In  the  form  of  regu¬ 
lar  compensation  paid  to  employees  during 
periods  of  authorized  absences  from  the  job 
such  as  for  annual  leave,  sick  leave,  military 
leave  and  the  like  are  allowable  provided  such 
costs  are  absorbed  by  all  hospital  activities 
Including  organized  research  in  proportion  to 
the  relative  amount  of  time  or  effort  actually 
devoted  to  each. 

b.  Staff  benefits  In  the  form  of  employer 
contributions  or  expenses  for  Social  Security 
taxes,  employee  Insurance,  Workmen’s  Com¬ 
pensation  Insurance,  the  Pension  Plan  (see 
para.  IX-B.26),  hospital  costs  or  remission  of 
hospital  charges  to  the  extent  of  costs  for 
Individual  employees  or  their  families,  and 
the  like  are  allowable  provided  such  benefits 
are  granted  In  accordance  with  established 
hospital  policies,  and  provided  such  contribu¬ 
tions  and  other  expenses  whether  treated  as 
Indirect  costs  or  an  increment  of  direct  labor 
costs  are  distributed  to  particular  research 
agreements  and  other  activities  in  a  manner 
consistent  with  the  pattern  of  benefits  ac¬ 
cruing  to  the  individuals  or  groups  of  em¬ 
ployees  whose  salaries  and  wages  are  charge¬ 
able  to  such  research  agreements  and  other 
activities. 

41.  Taxes,  a.  In  general,  taxes  which  the 
hospital  Is  required  to  pay  and  which  are 
paid  or  accrued  in  accordance  with  generally 
accepted  accounting  principles,  and  payments 
made  to  local  governments  in  lieu  of  taxes 
which  are  commensurate  with  the  local  gov¬ 
ernment  services  received  are  allowable  ex¬ 
cept  for  (1)  taxes  from  which  exemptions  are 


available  to  the  hospital  directly  or  which 
are  available  to  the  hospital  based  on  an 
exemption  afforded  the  Government  and  in 
the  latter  case  when  the  sponsoring  agency 
makes  available  the  necessary  exemption 
certificates,  (2)  special  assessments  on  land 
which  represent  capital  Improvements,  and 
(3)  Federal  Income  Taxes. 

b.  Any  refimd  of  taxes.  Interest,  or  penal¬ 
ties,  and  any  payment  to  the  hospital  of  In¬ 
terest  thereon  attributable  to  taxes.  Interest 
or  penalties,  which  were  allowed  as  research 
agreement  costs  will  be  credited  or  paid  to 
the  Government  In  the  manner  directed  by 
the  Government  provided  any  Interest  ac¬ 
tually  paid  or  credited  to  a  hospital  Incident 
to  a  refund  of  tax.  Interest,  and  penalty  will 
be  paid  or  credited  to  the  Government  only 
to  the  extent  that  such  interest  accrued  over 
the  period  during  which  the  hospital  had 
been  reimbursed  by  the  Government  for  the 
taxes.  Interest,  and  penalties. 

42.  Transportation  costs.  Costs  Incurred  for 
inbound  freight,  express,  cartage,  postage  and 
other  transportation  services  relating  either 
to  goods  purchased.  In  process,  or  delivered 
are  allowable.  When  such  costs  can  readily  be 
Identified  with  the  items  Involved,  they  may 
be  charged  directly  as  transportation  costs  or 
added  to  the  cost  of  such  items.  Where  iden¬ 
tification  with  the  material  received  cannot 
readily  be  made,  inbound  transportation  costs 
may  be  charged  to  the  appropriate  Indirect 
cost  accounts  If  the  Institution  follows  a  con¬ 
sistent  equitable  procedure  In  this  reject. 
Outbound  freight.  If  reimbursable  under  the 
terms  of  the  research  agreement,  should  be 
treated  as  a  direct  cost. 

43.  Travel  costs,  a.  Travel  costs  are  the  ex¬ 
penses  for  transportation,  lodging,  subsist¬ 
ence,  and  related  Items  Incurred  by  em¬ 
ployees  who  are  In  travel  status  on  official 
business  of  the  hospital.  Such  costs  may  be 
charged  on  an  actual  basis,  on  a  per  diem  or 
mileage  basis  in  lieu  of  actual  coots  Incurred, 
or  on  a  combination  of  the  two  provided  the 
method  used  is  applied  to  an  entire  trip  and 
not  to  selected  days  of  the  trip,  and  results 
In  charges  consistent  with  those  normally 
allowed  by  the  Institution  in  its  regular 
operations. 

b.  Travel  costs  are  allowable  subject  to 
(c)  and  (d)  below  when  they  are  directly 
attributable  to  specific  work  under  a  research 
agreement  or  when  they  are  Incurred  In  the 
normal  course  of  administration  of  the  hos¬ 
pital  or  a  department  or  research  program 
thereof. 

c.  ’The  difference  In  cost  between  first  class 
air  accommodations  and  less  than  first  class 
air  accommodations  Is  unallowable  except 
when  less  than  first  class  air  accommodations 
are  not  reasonably  available  to  meet  neces¬ 
sary  mission  requirements  such  as  where 
less  than  first  class  accommodations  would 
(1)  require  circuitous  routing,  (2)  require 
travel  during  unreasonable  hours,  (3)  greatly 
Increase  the  duration  of  the  fiight,  (4)  re¬ 
sult  In  additional  costs  which  would  offset 
the  transportation  savings,  or  (5)  offer  ac¬ 
commodations  which  are  not  reasonably  ade¬ 
quate  for  the  medical  needs  of  the  traveler. 

d.  Costs  of  personnel  movements  of  a  spe¬ 
cial  or  mass  nature  are  allowable  only  when 
authorized  or  approved  In  writing  by  the 
sponsoring  agency  or  Its  authorized  repre¬ 
sentative. 

44.  Termination  costs  applicable  to  con¬ 
tracts.  a.  Contract  terminations  generally 
give  rise  to  the  Incurrence  of  costs  or  to  the 
need  for  special  treatment  of  costs  which 
would  not  have  arisen  had  the  contract  not 
been  terminated.  Items  peculiar  to  termina¬ 
tion  are  set  forth  below.  They  are  to  be  used 
In  conjunction  with  all  other  provisions  of 
these  principles  In  the  case  of  contract 
termination. 

b.  ’The  cost  of  common  Items  of  material 
reasonably  usable  on  the  hospital’s  other 


work  will  not  be  allowable  unless  the  hospital 
submits  evidence  that  it  could  not  retain 
such  items  at  cost  without  sustaining  a  loss. 
In  deciding  whether  such  Items  are  rea¬ 
sonably  usable  on  other  work  of  the  Institu¬ 
tion,  consideration  should  be  given  to  the 
hospital’s  plans  for  current  scheduled  work 
or  activities  Including  other  research  agree¬ 
ments.  Contemporaneous  purchases  of  com¬ 
mon  items  by  the  hospital  will  be  regarded 
as  evidence  that  such  Items  are  reasonably 
usable  on  the  hospital’s  other  work.  Any  ac¬ 
ceptance,  of  common  items  as  allowable  to 
the  terminated  portion  of  the  contract 
should  be  limited  to  the  e:  tent  that  the 
quantities  of  such  Items  on  hand,  in  transit, 
and  on  order  are  In  excess  of  the  reasonable 
quantitative  requirement  of  other  work. 

c.  If  In  a  particular  case,  despite  all  rea¬ 
sonable  efforts  by  the  hospital,  certain  costs 
cannot  be  discontinued  Immediately  after 
the  effective  date  of  termination,  such  costs 
are  generally  allowable  within  the  limitations 
set  forth  In  these  principles,  except  that  any 
such  costs  continuing  after  termination  due 
to  the  negligent  or  willful  failure  of  the  hos¬ 
pital  to  discontinue  such  costs  will  be  con¬ 
sidered  unacceptable. 

d.  Loss  of  useful  value  of  special  tooling 
and  special  machinery  and  equipment  is 
generally  allowable,  provided  (1)  such  spe¬ 
cial  tooling,  machinery  or  equipment  Is  not 
reasonably  capable  of  use  In  the  other  work 
of  the  hospital;  (2)  the  Interest  of  the  Gov¬ 
ernment  Is  protected  by  transfer  of  title  or 
by  other  means  deemed  appropriate  by  the 
contracting  officer;  and  (3)  the  loss  of  useful 
value  as  to  any  one  terminated  contract  Is 
limited  to  that  portion  of  the  acquisition 
cost  which  bears  the  same  ratio  to  the  total 
acquisition  cost  as  the  terminated  portion 
of  the  contract  bears  to  the  entire  terminated 
contract  and  other  government  contracts  for 
which  the  special  tooling,  special  machinery 
or  equipment  was  acquired. 

e.  Rental  costs  under  \mexplred  leases  are 
generally  allowable  where  clearly  shown  to 
have  been  reasonably  necessary  for  the  per¬ 
formance  of  the  terminated  contract,  less 
the  residual  value  of  such  leases,  if  (1)  the 
amount  of  such  rental  claimed  does  not 
exceed  the  reasonable  use  value  of  the  prop¬ 
erty  leased  for  the  period  of  the  contract 
and  such  further  period  as  may  be  reason¬ 
able;  and  (2)  the  hospital  makes  all  reason¬ 
able  efforts  to  terminate,  assign,  settle,  or 
otherwise  reduce  the  cost  of  such  lease.  There 
also  may  be  Included  the  cost  of  alterations 
of  such  leased  property,  provided  such  altera¬ 
tions  were  necessary  for  the  performance  of 
the  contract  and  of  reasonable  restoration  re¬ 
quired  by  the  provisions  of  the  lease. 

f.  Settlement  expenses  including  the  fol¬ 
lowing  are  generally  allowable:  (1)  account¬ 
ing,  legal,  clerical,  and  similar  costs  rea¬ 
sonably  necessary  for  the  preparation  and 
presentation  to  contracting  officers  of  settle¬ 
ment  claims  and  supporting  data  with  re¬ 
spect  to  the  terminated  portion  of  the  con¬ 
tract  and  the  termination  and  settlement  of 
subcontracts;  and  (2)  reasonable  costs  lor 
the  storage,  transportation,  protection,  and 
disposition  of  property  provided  by  the  Gov¬ 
ernment  or  acquired  or  produced  by  the  in¬ 
stitution  for  the  contract. 

g.  Subcontractor  claims  Including  the  al¬ 
locable  portion  of  claims  which  are  common 
to  the  contract  and  to  other  work  of  the  con¬ 
tractor  are  generally  allowable. 

45.  Voluntary  services.  The  value  of  volun¬ 
tary  services  provided  by  sisters  or  other 
members  of  religious  orders  Is  allowable  pro¬ 
vided  that  amounts  do  not  exceed  that  paid 
other  employees  for  similar  work.  Such 
amounts  must  be  identifiable  in  the  records 
of  the  hospital  as  a  legal  obligation  of  the 
hospital.  This  may  be  reflected  by  an  agree¬ 
ment  between  the  religious  order  and  the 
hospital  supported  by  evidence  of  payments 
to  the  order. 
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Appendix  F — ^Princxpues  fob  Determining 

Costs  Appucabu  to  Grants  and  Con¬ 
tracts  With  Nonprofit  iNsrmrnoNs 

A.  PURPOSE  AND  SCOPE 

1.  Objectives.  This  Appendix  provides 
principles  for  determining  the  costs  applica¬ 
ble  to  grants  and  contracts  awarded  by  the 
Department  of  Health,  Education,  and  Wel¬ 
fare  and  performed  by  nonprofit  organiza¬ 
tions  other  than  educational  institutions, 
hospitals  and  State  and  local  Government 
organizations.  These  principles  are  confined 
to  the  subject  of  cost  determination  and 
make  no  attempt  to  Identify  the  circum¬ 
stances  or  dictate  the  extent  of  agency  and 
institutional  participation  ih  the  financing 
of  a  particular  project.  The  principles  are 
designed  to  provide  recognition  of  the  full 
allocated  costs  of  work  under  generally  ac¬ 
cepted  accounting  principles.  No  provlslmi 
for  profit  or  other  Increment  above  cost  Is 
provided  for  in  these  principles. 

2.  Definition  of  Nonprofit  Institution,  (a) 
A  nonpfxifit  Institutlcm  for  purposes  of  this 
document  is  any  corporation,  foundation, 
trust,  association,  cooperative  or  other  or¬ 
ganization  other  than  (i)  educational  insti¬ 
tutions,  (li)  hospitals  and  (ill)  State  and 
local  Governmental  a^ncies,  bureaus  or  de¬ 
partments,  which  is  operated  primarily  for 
scientific,  educational,  service,  charitable,  or 
similar  purposes  in  the  public  interest,  which 
is  not  mganlzed  primarily  for  profit  and 
which  uses  all  Income  exceeding  costs  to 
maintain.  Improve  and  or  expand  its  opera¬ 
tions. 

The  charter  or  other  legally  binding  au¬ 
thority  for  the  existence  of  the  institution 
must  provide  that  no  part  of  the  net  earn¬ 
ings,  properties  or  other  assets  of  the  insti¬ 
tution,  on  dissolution  or  otherwise,  shall 
Inure  to  the  benefits  of  any  private  person 
or  individual  Including  any  member,  em¬ 
ployee,  officer,  director  or  trustee  of  the  in¬ 
stitution,  and  that,  cm  liquidation  or  disso¬ 
lution  all  properties  and  assets  remaining 
after  providing  for  all  debts  and  obligations 
shall  be  distributed  and  paid  over  to  such 
other  fund,  foundation  or  other  organization 
formed  and  operated  as  a  nonprofit  institu¬ 
tion,  as  defined  herein,  as  the  board  of  di¬ 
rectors  or  trustees  may  determine.  Institu¬ 
tions  which  have  received  tax  exemptions  as 
nonprofit  institutions  from  the  UH.  Internal 
Revenue  Service  shall  be  considered  to  have 
met  the  criteria  of  this  definition. 

(b)  For  purposes  of  this  document,  the 
terms  nonprofit  and  not-for-profit  as  they 
are  descriptively  applied  to  institutions  shall 
be  considered  synonymous  provided  the  re¬ 
quirements  of  2(a)  are  met. 

3.  Policy  guides.  The  successful  applica¬ 
tion  of  these  principles  requires  development 
of  mutual  understanding  between  repre¬ 
sentatives  of  nonprofit  institutions  and  of 
the  Federal  Government  as  to  their  scope, 
applicability,  and  interpretation.  It  is  recog¬ 
nized  that  the  arrangements  for  agency  and 
institutional  participation  in  the  financing 
of  a  project  are  properly  subject  to  negotia¬ 
tion  between  the  agency  and  the  institution 
concerned  in  accordance  with  such  govem- 
mentwide  criteria  as  may  be  applicable,  that 
each  institution  should  be  expected  to  em¬ 
ploy  sound  management  practice  in  the  ful¬ 
fillment  of  its  obligation,  and  that  each 
grantee  or  contractor  organization  in  recog¬ 
nition  of  its  own  unique  combination  of 
staff,  facilities  and  experience  should  be  re¬ 
sponsible  for  employing  whatever  form  of  or¬ 
ganization  and  management  techniques  as 
may  be  necessary  to  assure  pn^r  efficient 
administration. 

4.  Application.  These  principles  shall  be 
applied  in  determining  cost  Incurred  In  the 
performance  of  all  grants  and  cost-reim¬ 
bursement  type  contracts  awarded  by  the 


Department  of  Health,  Education,  and  Wel¬ 
fare.  The  principles  shall  also  apply  to  cost- 
reimbursement  type  contracts  performed  un¬ 
der  DHEW  grants  and  cost-reimbursement 
type  subcontracts  and  shall  be  used  as  a 
guide  in  the  pricing  of  fixed  price  contracts 
and  subcontracts.  The  principles  do  not  ap¬ 
ply  to  construction  grants  or  contracts. 

B.  BASIC  CONSIDERATIONS 

1.  Composition  of  total  cost.  The  total  cost 
of  a  contract  or  grant  is  the  sum  of  the  al¬ 
lowable  direct  and  indirect  costs  allocable  to 
the  grant/contract  less  any  applicable 
credits.  In  ascertaining  what  constitutes 
costs,  any  generally  accepted  accounting 
method  of  determining  or  estimating  costs 
that  is  equitable  under  the  circumstances 
may  be  used. 

2.  Factors  affecting  allowability  of  costs. 
Factors  to  be  considered  in  determining  the 
allowability  of  Individual  items  of  cost  In¬ 
clude  (a)  reasonableness,  (b)  allocabillty, 

(c)  application  of  those  generally  accepted 
accounting  principles  and  practices  appro¬ 
priate  to  the  particular  circumstances,  and 

(d)  any  limitations  or  exclusions  set  forth 
in  this  document  or  otherwise  Included  in 
the  grant/contract  as  to  types  or  amounts 
of  cost  items. 

3.  Definition  of  reasonableness.  A  cost  is 
reasonable  if,  in  its  nature  or  amount.  It 
does  not  exceed  that  which  would  be  Incurred 
by  an  ordinarily  prudent  person  in  the  con¬ 
duct  of  competitive  business.  The  question 
of  the  reasonableness  of  specific  costs  must 
be  scrutinized  with  particular  care  in  con¬ 
nection  with  institutions  or  separate  divi¬ 
sions  thereof  which  may  not  be  subject  to 
effective  competitive  restraints.  What  is 
reasonable  depends  upon  a  variety  of  con¬ 
siderations  and  circumstances  Involving  both 
the  nature  and  amount  of  the  cost  in  ques¬ 
tion.  In  determining  the  reasonableness  of  a 
given  cost,  consideration  shall  be  given  to; 

(a)  Whether  the  cost  is  of  a  type  generally 
recognized  as  ordinary  and  necessary  for  the 
<^ration  of  the  institution  or  the  per- 
fcHmance  of  the  grant/contract. 

(b)  The  restraints  or  requirements  im¬ 
posed  by  such  factors  as  generally  accepted 
sound  business  practices,  arms  length  bar¬ 
gaining,  Federal  and  State  laws  and  regu¬ 
lations,  and  grant  contract  terms  and  speci¬ 
fications; 

(c)  The  action  that  a  prudent  business¬ 
man  would  take  in  the  circumstances,  con¬ 
sidering  his  responsibilities  to  the  public  at 
large,  the  Government,  his  employees,  his 
clients,  shareholders  or  members  and  the 
fulfillment  of  the  purposes  for  which  the 
institution  was  organized;  and 

(d)  Significant  deviations  from  the  estab¬ 
lished  practices  of  the  institution  which  may 
unjustifiably  increase  the  grant/ contract 
costs. 

4.  Definition  of  allocability.  A  cost  is 
allocable  if  it  is  assignable  or  chargeable  to 
a  particular  cost  objective,  such  as  a  grant/ 
contract,  project,  product,  service,  process, 
or  other  major  activity,  in  accordance  with 
the  relative  benefits  received  or  other  equit¬ 
able  relationship.  Subject  to  the  foregoing, 
a  cost  is  allocable  to  a  Government  grant/ 
contract  if  it; 

(a)  Is  Incurred  specifically  for  the  grant/ 
contract; 

(b)  Benefits  both  the  grant/contract  and 
other  work  and  can  be  distributed  to  them 
in  reasonable  pr(^>ortion  to  the  benefits  re¬ 
ceived;  or 

(c)  Is  necessary  to  the  overall  operation  of 
the  institution,  although  a  direct  relation¬ 
ship  to  any  particular  cost  objective  cannot 
be  shown. 

Where  an  organization  utilizes  the  Stand¬ 
ards  of  Accounting  and  Financial  Repeating 
for  Voluntary  Health  and  Welfare  Organi¬ 
zations  (or  comparable  generally  accepted  ac¬ 


counting  standards  peculiar  to  its  particular 
organizational  structure  or  activity)  to  al¬ 
locate  costs  to  non-HEW  supported  activi¬ 
ties  It  must  also  use  such  standards  to  allo¬ 
cate  costs  to  HEW  grants/contracts. 

5.  Applicable  credits.  The  term  applicable 
credits  refers  to  those  receipt  or  negative  ex¬ 
penditure  types  of  transactions  which  operate 
to  offset  or  reduce  expense  items  that  are 
allocable  to  grants  or  contracts  as  direct  or 
indirect  costs.  Typical  examples  of  such 
transactions  are ;  purchase  discounts,  rebates 
or  allowances;  recoveries  or  indemnities  on 
losses;  sales  of  scrap  or  incidental  services; 
and  adjustments  of  overpayments  or  errone¬ 
ous  charges.  The  iqipllcable  portion  at  any 
Income,  rebate,  allowance,  and  other  credit 
relating  to  any  allowable  cost,  received  by 
or  accruing  to  the  grantee /contractor  shall 
be  credited  to  the  Government  either  as  a 
cost  reduction  or  by  cash  refund,  as 
appropriate. 

C.  DIRECT  COSTS 

1.  A  direct  cost  is  any  cost  which  can  be 
identified  specifically  with  a  particular  cost 
objective.  Direct  costs  are  not  limited  to 
items  which  are  IncorpOTated  in  the  end 
product  as  materiel  or  labor.  Costs  identified 
specifically  with  the  grant/contract  are  di¬ 
rect  costs  of  the  grant/contract  and  may  be 
charged  directly  thereto.  Costs  identified 
specifically  with  other  work  of  the  institu¬ 
tion  are  direct  costs  of  that  work  and  are  not 
to  be  charged  to  the  grant/contract  either 
directly  or  indirectly.  Items  charged  as  direct 
cost  to  Government-supported  projects  must 
be  charged  in  a  uniform  manner  to  all  other 
work  of  the  institution  in  order  to  preclude 
an  overcharge  to  the  Government  as  a  result 
of  the  Government’s  participation  in  the  in¬ 
direct  cost  pool.  Conversely,  where  the  insti¬ 
tution's  established  accounting  system  pro¬ 
vides  for  the  treatment  of  certain  items  of 
cost  as  direct  costs  of  the  institution,  then 
the  same  items  must  be  considered  direct 
costs  to  Government-supported  projects  and 
may  not  be  Included  in  the  indirect  cost  pool. 

2.  Certain  types  of  cost,  or  costs  associ¬ 
ated  with  certain  activities  are  not  reim¬ 
bursable  as  a  charge  to  a  DHEW  grant/con¬ 
tract.  These  unallowable  costs  or  activities 
are  identified  in  section  G.  Even  though  a 
particular  activity  or  cost  is  deslg;nated  as 
unallowable  for  purposes  of  computing  costs 
charged  to  Government  work,  it  nonetheless 
must  be  treated  as  a  direct  cost  at  activity 
if  a  portion  of  the  institution’s  indirect  cost 
(as  defined  in  section  D)  is  properly  allocable 
to  it.  The  amount  of  indirect  cost  allocated 
must  be  in  accordance  with  the  principles 
set  forth  in  section  D-2.  In  general,  an  un¬ 
allowable  institutional  activity  shall  be 
treated  as  a  direct  function  when  it  (1)  in¬ 
cludes  salaries  of  personnel,  (2)  occupies 
space,  and  (3)  is  serviced  by  an  indirect  cost 
grouplng(s).  Thus  the  costs  associated  with 
the  following  types  of  activities  when  normal 
or  necessary  to  an  institution’s  primary  mis¬ 
sion  shall  be  treated  as  direct  costs; 

(a)  Maintenance  membership  rolls,  sub¬ 
scriptions.  publications  and  related  func¬ 
tions. 

(b)  Providing  services  and  information  to 

members,  legislative  cht  administrative  bodies 
or  the  public.  , 

(c)  Promotion,  lobbying,  and  other  forms 
of  public  relations. 

(d)  Meetings  and  conferences  except  those 
held  to  conduct  the  general  administration 
of  the  instltutlim. 

(e)  Fund  raising. 

(f)  Maintenance,  protection,  and  invest¬ 
ment  of  special  funds  not  used  in  operation 
of  institutions. 

(g)  Administration  of  group  benefits  on 
behalf  of  members  or  clients  Including  life 
and  hospital  insurance,  annuity  or  retire¬ 
ment  plans,  financial  aid,  etc. 
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(h)  Other  activities  performed  primarily 
as  a  service  to  a  membership,  clients,  or  the 
public. 

3.  This  definition  shall  be  applied  to  all 
Items  of  cost  of  significant  amount  unless 
the  Institution  demonstrates  that  the  appli¬ 
cation  of  any  different  current  practice 
achieves  substantially  the  same  results.  Di¬ 
rect  cost  Items  of  minor  amount  may  be  dis¬ 
tributed  as  Indirect  costs  as  provided  in 
section  D. 

D.  IKDIRECT  COSTS 

1.  An  Indirect  cost  Is  one  which,  because 
of  Its  Incurrence  for  conunon  or  Joint  objec¬ 
tives,  Is  not  readily  subject  to  treatment  as 
a  direct  cost.  Minor  direct  cost  Items  may 
be  considered  to  be  indirect  costs  for  reasons 
of  practicality.  After  direct  costs  have  been 
determined  and  charged  directly  to  the 
grant/contract  or  other  work  as  appropriate. 
Indirect  costs  are  those  remaining  to  be  allo¬ 
cated  to  the  several  classes  of  work.  The  over¬ 
all  objective  of  the  allocation  process  Is  to 
distribute  the  indirect  costs  of  the  Institution 
to  Its  various  major  activities  or  cost  objec¬ 
tives  In  reasonable  proportions  with  the  ben¬ 
efits  provided  to  those  activities  or  cost  objec¬ 
tive.  Because  of  the  diverse  natures  and  pur¬ 
poses  of  organizations  falling  within  the 
definition  of  a  non-profit  organization.  It  is 
Impractical  to  specifically  identify  those 
functions  which  constitute  major  activities 
tor  purposes  of  Identifying  and  distributing 
Indirect  costs.  Such  Identification  will  be  de¬ 
pendent  upon  an  Institution's  purpose-ln- 
belng,  the  services  it  renders  to  the  public. 
Its  clients  and/or  members,  the  amount  of 
eff(»t  devoted  to  fund  raising  activities,  pub¬ 
lic  relations,  and  membership  activities,  etc. 
(See  section  C-2.) 

2.  Indirect  costs  shall  be  accumulated  by 
logical  cost  groupings  with  due  consideration 
of  the  reasons  tor  Incurring  the  costs.  Each 
grouping  should  be  determined  so  as  to  pei- 
mlt  distribution  of  the  grouping  on  the  basis 
of  the  benefits  accruing  to  the  several  cost 
objectives.  Sub-grouping  may  be  required 
where  there  is  no  single  equitable  distribu¬ 
tion  base  for  all  the  elements  of  cost  com¬ 
prising  a  group.  Actual  conditions  must  be 
taken  Into  account  in  selecting  the  method 
or  base  to  be  used  In  distributing  the  ex¬ 
penses  assembled  under  each  of  the  individ¬ 
ual  cost  groupings  established  to  applicable 
cost  objectives.  Where  a  distribution  can  be 
made  by  assignment  of  a  cost  grouping  di¬ 
rectly  to  the  area  benefited,  the  distribution 
should  be  made  In  that  manner.  Where  the 
expenses  under  a  cost  grouping  are  more  gen¬ 
eral  In  nature,  the  distribution  to  the  cost 
objectives  should  be  made  tlirougb  use  of  a 
selected  base  which  will  produce  results 
which  are  equitable  to  both  the  Government 
and  the  institution.  In  general,  any  cost  ele¬ 
ment  or  cost-related  factor  associated  with 
the  Institution’s  work  is  potentially  adapta¬ 
ble  for  use  as  a  distribution  base  provided 
(1)  It  can  readily  be  expressed  In  terms  of 
dollars  or  other  quantitative  measure  (total 
direct  expenditures,  direct  salaries,  man¬ 
hours  applied,  square  feet  utilized,  hours  of 
usage,  number  of  documents  processed,  pecu¬ 
lation  served,  and  the  like);  and  (2)  It  Is 
common  to  the  cost  objectives  during  the 
base  period.  The  essential  consideration  In 
selection  ot  the  distribution  base  In  each 
Instance  is  that  It  be  the  one  best  suited  for 
assigning  the  pool  of  costs  to  the  cost  objec¬ 
tives  In  accord  with  the  relative  benefits  de¬ 
rived;  the  traceable  cause  and  effect  relation¬ 
ship;  or  logic  and  reason,  where  neither  bene¬ 
fit  nor  cause  and  effect  relationship  Is 
determinable. 

3.  The  number  and  composition  of  the 
groupings  should  be  governed  by  practical 
considerations  and  should  be  such  as  not  to 
complicate  unduly  the  allocation  where  sub- 
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stantially  the  same  results  are  achieved 
through  lees  precise  methods. 

4.  A  base  period  for  distribution  of  indirect 
costs  is  the  period  during  which  such  costs 
are  Incurred  and  accumulated  lor  distribu¬ 
tion  to  work  performed  within  that  period. 
The  base  period  normally  should  coincide 
with  the  fiscal  year  established  by  the  Insti¬ 
tution,  but  In  any  event  the  base  period 
should  be  so  selected  as  to  avoid  inequities 
In  the  distribution  of  costs. 

E.  DETERMINATION  AND  APPLICATION  OF  INDIRECT 
COST  RATE  OR  RATES 

1.  Indirect  cost  pools,  (a)  Subject  to  (b) 
below.  Indirect  costs  allocable  to  an  institu¬ 
tion’s  direct  functions  should  be  treated  as 
a  common  pool,  and  the  costs  in  such  com¬ 
mon  pool  should  then  be  distributed  to  the 
Individual  projects  benefiting  therefrom  by 
use  of  a  single  rate. 

(b)  In  some  instances  a  single  rate  for  use 
across  the  board  on  all  activities  at  an  insti¬ 
tution  may  not  be  appropriate,  since  It  would 
not  take  Into  account  those  different  en¬ 
vironmental  factors  which  may  affect  sub¬ 
stantially  the  Indirect  costs  applicable  to  a 
particular  segment  of  work  at  the  Institu¬ 
tion.  For  this  puipose,  a  particular  segment 
of  wmrk  may  be  that  performed  under  a  single 
grant/contract  or  It  may  consist  of  work 
under  a  group  of  grants/contracts  performed 
In  a  common  environment.  The  environ¬ 
mental  factors  are  not  limited  to  the  physical 
location  of  the  work.  Other  Impcxtant  faoUHa 
are  the  level  of  the  administrative  support 
required,  the  nature  of  the  facilities  or  other 
resources  employed,  the  scientific  disciplines 
or  technical  skills  Involved,  the  organiza¬ 
tional  arrangements  used,  or  any  combina¬ 
tion  thereof.  Where  a  particular  segment  of 
work  Is  performed  within  an  environment 
which  appears  to  generate  a  significantly  dif¬ 
ferent  level  of  Indirect  costs,  provlslim  should 
be  made  for  a  separate  Indirect  cost  pool 
applicable  to  such  work.  The  separate  Indi¬ 
rect  cost  poed  should  be  develc^ed  during 
the  course  of  the  regular  distribution  proc¬ 
ess,  and  the  separate  Indirect  cost  rate  re¬ 
sulting  therefrom  should  be  utilized  pro¬ 
vided  It  is  determined  that  ( 1 )  such  Indirect 
cost  rate  differs  significantly  from  that  which 
would  have  been  obtained  under  (a)  above, 
and  (2)  the  volume  of  work  to  which  such 
rate  would  apply  Is  material  In  relation  to 
other  activity  at  the  Institution. 

2.  The  distribution  base.  Indirect  costs 
should  be  distributed  to  each  applicable 
project  on  the  basis  of  direct  salaries  and 
wages,  total  direct  costs  or  other  basis  which 
results  In  an  equitable  distribution.  Fot  this 
purpose,  an  Indirect  cost  rate  should  be  de¬ 
termined  for  each  of  the  separate  Indirect 
cost  pools  developed  pursuant  to  section  E.l. 
The  rate  In  each  case  should  be  stated  as  the 
percentage  which  the  amount  of  the  particu¬ 
lar  Indirect  cost  pool  is  of  the  base  selected. 

r.  APPLICATION  or  PRINCIPLES  AND  PROCEDURES 

1.  Costs  shall  be  allowed  to  the  extent  that 
they  are  reasonable  (see  B.3)  allocable  (see 
B.4)  and  determined  to  be  allowable  in  view 
of  the  other  factors  set  fcNiJi  In  paragraph 
B.2.  and  section  O.  These  criteria  apply  to  all 
of  the  selected  Items  of  cost  which  follow 
notwithstanding  that  particular  guidance 
Is  provided  In  connection  with  certain  spe¬ 
cific  Items  for  emphasis  or  clarity. 

2.  Costs  of  all  subcontracts  under  a  grant 
or  cost-reimbursement  t3?pe  contract  are 
subject  to  those  Federal  cost  regulations  and 
policies  appropriate  to  the  subcontract  in¬ 
volved.  Thus  If  the  subcontract  Is  for  supplies 
or  services  with  a  nonprofit  institution  other 
than  an  educational  Institution,  hospital  or 
State  and  local  g;ovemmental  unit  this  docu¬ 
ment  would  apply;  If  the  subcontract  Is  tor 
supplies  OT  services  with  a  commercial  orga¬ 
nization,  Federal  Procurement  Regulation 
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Part  1.15.2  would  apply;  if  the  subcontract  Is 
with  an  educational  Institution.  Appendix  D 
to  this  Part  (Federal  Procurement  Regula¬ 
tion  Part  1.15.3)  would  apply;  If  the  sub¬ 
contract  Is  with  a  hospital,  the  Department 
of  Health,  Education,  and  Welfare’s  Cost 
Principles  for  Hospitals  would  apply  (see  Ap¬ 
pendix  E  to  this  Part) . 

3.  Selected  Items  of  cost  are  treated  In  Sec¬ 
tion  Q.  However,  section  O  does  not  cover 
every  element  of  cost  and  every  situation  that 
might  arise  in  a  particular  case.  Failure  to 
treat  any  item  of  cost  In  Section  O  is  not 
intended  to  Imply  that  It  Is  either  allowable 
or  unallowable.  With  respect  to  all  Items, 
whether  or  not  specifically  covered,  deter¬ 
mination  of  allowability  shall  be  based  on  the 
principles  and  standards  set  forth  In  this 
document  and,  where  apprt^rlate.  the  treat¬ 
ment  of  similar  or  related  selected  Items. 

G.  GENERAL  STANDARDS  FOR  SELECTED  ITEMS 
OP  COST 

Sections  G-1  through  Q-46  provide  stand¬ 
ards  to  be  applied  in  establishing  the  allow¬ 
ability  of  certain  Items  Involved  In  determin¬ 
ing  costs.  These  standards  should  apply  Ir¬ 
respective  of  whether  a  particular  Item  of 
cost  is  properly  treated  as  direct  cost  or 
Indirect  cost.  Failure  to  mention  a  particular 
Item  of  cost  In  the  standards  is  not  intended 
to  Imply  that  It  is  either  allowable  or  un¬ 
allowable;  rather  determination  as  to  allow¬ 
ability  In  each  case  should  be  based  on  the 
treatment  or  standards  provided  for  similar 
or  related  items  of  cost.  In  case  of  a  discrep¬ 
ancy  between  the  provisions  of  a  specific 
grant /contract  and  the  applicable  standards 
provided,  the  provisions  of  the  grant/contract 
shall  govern.  Under  any  given  grant/contract 
the  reasonableness  and  allocabillty  of  certain 
items  of  costs  may  be  difiBcult  to  determine. 
This  is  particularly  true  In  connection  with 
nonprofit  Institutions  which  are  so  diverse 
In  nature  and  not  subject  to  effective  com- 
petlve  restraints.  In  order  to  avoid  possible 
subsequent  disallowance  or  dispute  based  on 
unreasonableness  or  nonallocabillty.  It  Is  im¬ 
portant  that  Institutions  entering  Into  grants 
or  contracts  with  the  Government  seek  agree¬ 
ment  In  advance  of  the  Incurrence  of  special 
or  unusual  costs  In  categories  where  reason¬ 
ableness  or  allocabillty  are  difficult  to  de¬ 
termine.  Such  action  may  also  be  Initiated  by 
the  Government.  Examples  of  costs  on  which 
advance  agreements  may  be  particularly  im¬ 
portant  are : 

1.  Compensation  for  personal  services; 

2.  Consultant  fees; 

3.  Deferred  maintenance  costs; 

4.  Excess  facility  costs; 

5.  Materiel,  services,  and  supplies  sold  be¬ 
tween  organizations  or  divisions  under  com¬ 
mon  control; 

6.  Preaward  costs; 

7.  Publication  and  public  information 
costs; 

8.  Royalties; 

9.  Training  and  educational  costs; 

10.  Travel  costs,  as  related  to  special  or 
mass  personnel  movement,  and  to  the  class 
of  air-travel  accommodations  allowable; 

11.  Use  charge  for  fully  depreciated  assets; 

12.  Depreciation  or  use  charge  on  assets 
donated  to  the  Institution  by  third  parties. 

1.  Advertising  costs,  (a)  Advertising  costs 
mean  the  costs  of  advertising  media  and 
corollary  administrative  costs.  Advertising 
media  Include  magazine,  newspapers,  radio, 
and  television  programs,  direct  mall,  trade 
papers,  outdoor  advertising,  dealer  cards,  and 
window  displays,  conventions,  exhibits,  free 
goods,  and  samples,  and  the  like. 

(b)  The  only  advertising  costs  allowable 
are  those  which  are  solely  for  ( 1 )  the  recruit¬ 
ment  of  personnel  required  for  the  perform¬ 
ance  by  the  Institution  at  obligations  arising 
under  the  grant/contract,  when  considered 
in  conjunction  with  all  other  recruitment 
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costs,  as  set  forth  In  G.36:  (2)  the  procure¬ 
ment  of  scarce  Items  for  the  performance  of 
the  grant/contract  or  (3)  the  disposal  of 
scrap  or  surplus  materials  acquired  In  the 
performance  of  the  project.  Costs  of  this 
nature.  If  Incurred  for  more  than  one  Gov¬ 
ernment  award  or  for  both  Government  work 
and  other  work  of  the  Institution,  are  allow¬ 
able  to  the  extent  that  the  principles  In 
paragraphs  B-3,  B-4,  and  section  D  are 
observed. 

2.  Bad  debts.  Bad  debts.  Including  losses 
(whether  actual  or  estimated)  arising  from 
uncollectible  customers'  accounts  and  other 
claims,  related  costs,  and  related  legal  costs, 
are  unallowable. 

3.  Bidding  or  proposal  costs.  Bidding  or 
proposal  costs  are  the  Immediate  costs  of 
preparing  bids  or  proposals  on  potential  Gov¬ 
ernment  and  non-Government  contracts  or 
projects  or  applications  for  financial  assist¬ 
ance  under  Federal  grant  and  contract  pro¬ 
grams,  Including  development  of  scientific, 
engineering  and  cost  data  necessary  to  sup¬ 
port  the  Institution’s  bids,  proposals  or  appli¬ 
cations.  Bidding  costs  of  the  c\irrent  account¬ 
ing  period  are  allowablei  as  part  of  the  in¬ 
direct  cost  pool.  Costs  of  past  accounting 
periods  are  vmallowable.  Bidding  costs  do  not 
include  any  of  those  costs  described  in  sec¬ 
tion  G-16  and  G-30. 

4.  Bonding  costs,  (a)  Bonding  costs  arise 
when  the  Government  requires  assurance 
against  financial  loss  to  itself  or  others  by 
reason  of  the  act  or  default  of  the  grantee/ 
contractor.  They  arise  also  in  Instances 
where  the  grantee/contractor  requires  simi¬ 
lar  assurance.  Included  are  such  bonds  as 
bid,  performance,  payment,  advance  payment. 
Infringement,  and  fidelity  bonds. 

(b)  Costs  of  bonding  required  pursuant  to 
the  terms  of  the  grant, 'contract  are  allow¬ 
able. 

(c)  Costs  of  bonding  required  by  the 
grantee/contractor  In  the  general  conduct  of 
Its  operations  are  allowable  to  the  extent  that 
such  bonding  is  in  accordance  with  soimd 
business  practice  and  the  rates  and  premiums 
are  reasonable  under  the  circumstances. 

5.  Civil  defense  costs,  (a)  Civil  defense 
costs  are  those  incurred  In  planning  for,  and 
the  protection  of  life  and  property  against, 
the  possible  effects  of  enemy  attack.  Reason¬ 
able  costs  of  civil  defense  measures  (includ¬ 
ing  costs  in  excess  of  normal  plant  protection 
costs,  first-aid  training  and  supplies,  fire 
fighting  training  and  equipment,  posting  of 
additional  exit  notices  and  directions,  and 
other  approved  civil  defense  measures)  un¬ 
dertaken  on  the  Institution's  premises  pur¬ 
suant  to  suggestions  or  requirements  of  civil 
defense  authorities  are  allowable  when  allo¬ 
cated  to  all  work  of  the  institution. 

(b)  Costs  of  capital  assets  under  (a)  above 
are  allowable  through  depreciation  or  use 
charges  In  accordance  with  G-10. 

(c)  Contributions  to  local  civil  defense 
funds  and  projects  are  unallowable. 

6.  Compensation  for  personal  services — 

(a)  Definition.  Compensation  for  personal 
services  includes  all  remuneration  paid  cur¬ 
rently  or  accrued  in  whatever  form  and 
whether  paid  immediately  or  deferred  for 
services  rendered  by  employees  of  the  insti¬ 
tution  during  the  period  of  grant/ contract 
performance.  It  includes,  but  is  not  limited 
to  salary,  wages,  directors’  and  executive 
committee  members’  fees,  bonuses,  incentive 
awards,  employee  instirance,  fringe  benefits, 
and  contributions  to  pension,  annuity,  and 
management  employee  incentive  compensa¬ 
tion  plans. 

(b)  Allowability.  Except  as  otherwise  spe¬ 
cifically  provided  in  this  subsection,  the  costs 
of  compensation  for  personal  services  are  to 
be  treated  as  allowable  to  the  extent  that: 

(1)  Compensation  is  paid  In  accordance 
with  policy,  programs,  and  procedures  that 
effectively  relate  individual  compensation  to 


the  individual’s  contribution  to  the  per¬ 
formance  of  grant  ex'  contract  work,  res\Ut 
in  internally  consistent  treatment  of  em- 
iHoyees  in  like  situations,  and  effectively  re¬ 
late  compensation  paid  within  the  organiza¬ 
tion  to  that  paid  for  similar  services  outside 
the  organization; 

(2)  Total  compensation  of  individual  em¬ 
ployees  is  reasonable  tor  the  services  ren¬ 
dered;  and 

(3)  Costs  are  not  in  excess  of  those  costs 
which  are  allowable  by  the  Internal  Revenue 
Code  and  regulations  thereunder. 

(c)  Reasonableness.  (1)  When  the  insti¬ 
tution  is  predominantly  engaged  in  activities 
other  than  those  sponsored  by  the  Federal 
Government,  compensation  for  employees  on 
federally  sponsored  work  will  be  considered 
reasonable  to  the  extent  that  it  is  consistent 
with  that  paid  for  similar  work  in  the  insti¬ 
tution's  other  activities; 

(2)  When  the  institution  is  predominantly 
engaged  in  federally  sponsored  activities, 
and  in  cases  where  the  kind  of  employees 
required  for  the  federally  sponsored  activi¬ 
ties  are  not  found  in  the  institution’s  other 
activities,  compensation  for  employees  on 
federally  sponsored  work  will  be  considered 
reasonable  to  the  extent  that  it  is  comparable 
ta  that  paid  for  similar  work  in  the  labor 
markets  in  which  the  institution  competes 
for  the  kind  of  employees  involved. 

(d)  Review  and  approval  of  compensation 
of  individual  employees.  In  determining  the 
reasonableness  of  compensation,  the  com¬ 
pensation  of  each  individual  employee  nor¬ 
mally  need  not  be  subject  to  review  and 
approval.  Reviews  and  approvals  of  individ¬ 
uals  need  be  made  only  in  those  cases  in 
which  a  general  review  reveals  amounts  or 
types  of  compensation  which  appear  un¬ 
reasonable  or  otherwise  out  of  line. 

(e)  Special  considerations  in  determining 
allowability.  Certain  conditions  require  spe¬ 
cial  consideration  and  possible  limitation  as 
to  allowability  for  grant  and  contract  cost 
purposes  where  amounts  appear  excessive. 
Among  such  conditions  are  the  following: 

(1)  Compensation  to  share  holders,  mem¬ 
bers,  trustees,  directors,  associates,  officers  or 
members  of  the  immediate  families  thereof, 
or  to  persons  who  are  contractually  com¬ 
mitted  to  acquire  a  substantial  financial  in¬ 
terest  in  the  enterprise.  Determination 
should  be  made  that  such  ccunpensation  is 
reasonable  for  the  actual  personal  services 
rendered  rather  than  a  distribution  of  earn¬ 
ings  in  excess  of  costs. 

(2)  Any  change  in  an  institution’s  com¬ 
pensation  policy  resulting  in  a  substantial 
increase  in  the  institution’s  level  of  compen¬ 
sation,  particularly  when  it  was  concurrent 
with  an  Increase  in  the  ratio  of  Government 
awards  to  other  business,  or  any  change  in 
the  treatment  of  allowability  of  specific  types 
of  compensation  due  to  changes  in  Govern¬ 
ment  policy. 

(3)  The  institution’s  activities  are  such 
that  its  compensation  levels  are  not  subject 
to  the  restraints  ncxmally  occurring  in  the 
conduct  of  competitive  business. 

(f)  Notwithstanding  any  other  provisions 
of  this  subsection,  costs  of  compensation  are 
not  allowable  to  the  extent  that  they  result 
from  provisions  of  labor-management  agree¬ 
ments  that,  as  applied  to  work  in  the  per¬ 
formance  of  Government  g;rants  or  contracts 
are  determined  to  be  unreasonable  either 
because  they  are  unwarranted  by  the  char¬ 
acter  and  circumstances  of  the  work  or  be¬ 
cause  they  are  discriminatory  against  the 
Government.  The  application  of  the  provi¬ 
sions  of  a  labor-management  agreement 
designed  to  apply  to  a  given  set  of  circum¬ 
stances  and  conditions  of  employment  (fex 
example,  work  involving  extremely  hazardous 
activities  or  work  not  requiring  reciurent  use 
of  overtime)  is  unwarranted  when  applied  to 
a  Government  grant  or  contract  invcfivlng 


significantly  different  circumstances  and 
conditions  of  employment,  (for  example, 
work  involving  less  hazardous  activities  or 
work  continually  requiring  use  of  overtime). 
It  is  discriminatory  against  the  Government 
if  it  results  in  individual  personnel  com¬ 
pensation  (in  whatever  form  or  name)  in 
excess  of  that  being  paid  for  similar  non- 
Government  work  under  comparable  circum¬ 
stances.  Disallowance  of  costs  will  not  be 
made  under  this  subparagraph  unless: 

(1)  The  institution  has  been  permitted  an 
opportunity  to  Justify  the  costs;  and 

(2)  Due  consideration  has  b^n  given  to 
whether  there  are  unusual  conditions  per¬ 
taining  to  the  Government  work  which  Im¬ 
pose  burdens,  hardships,  or  hazards  on  the 
Institution’s  employees,  for  which  compensa¬ 
tion  that  might  otherwise  appear  unreason¬ 
able  is  required  to  attract  and  hold  necessary 
personnel. 

(g)  (1)  In  addition  to  the  general  require¬ 
ments  set  forth  in  (a)  through  (f)  of  this 
subsection,  certain  forms  of  compensation 
are  subject  to  further  requirements  as  speci¬ 
fied  in  (2)  through  (9)  below. 

(2)  Salaries  and  wages.  Salaries  and  wages 
for  current  services  include  gross  compensa¬ 
tion  paid  to  employees  in  the  form  of  cash, 
products,  cx  services,  and  are  allowable.  How¬ 
ever,  see  G.2S  as  it  relates  to  compensation 
for  overtime. 

(3)  Incentive  *  compensation.  Incentive 
compensation  to  employees  based  on  cost 
reduction,  or  eflQclent  performance,  sugges¬ 
tion  awards,  safety  awards,  etc.  are  allowable 
to  the  extent  that  the  overall  compensation 
is  determined  to  be  reasonable  and  such 
costs  are  paid  or  accrued  pursuant  to  an 
agreement  entered  into  in  good  faith  be¬ 
tween  the  institution  and  the  employees  be¬ 
fore  the  services  were  rendered,  or  pursuant 
to  an  established  plan  followed  by  the 
Institution  so  consistently  as  to  imply,  in 
effect,  an  agreement  to  make  such  payment. 
Awards,  and  incentive  compensation  when 
deferred  are  allowable  to  the  extent  pro¬ 
vided  in  (4)  below. 

(4)  Deferred  compensation,  (a)  As  used 
herein,  deferred  compensation  includes  all 
remuneration,  in  whatever  form,  for  which 
the  employee  ts  not  paid  until  after  the  lapse 
of  a  stated  period  of  years  or  the  occurrence 
of  other  events  as  provided  in  the  plans,  ex¬ 
cept  that  it  does  not  include  normal  end  of 
accounting  period  accruals  for  regular  sal¬ 
aries  and  wages.  It  includes  (1)  contributions 
to  pension  and  annuity  plans,  (ii)  contribu¬ 
tions  to  disability,  withdrawal,  insurance, 
survivorship,  and  similar  benefit  plans,  and 
(ill)  other  deferred  compensation. 

(b)  Deferred  compensation  is  allowable  to 
the  extent  that  (1)  except  for  past  service 
pension  and  retirement  costs,  it  is  for  services 
rendered  during  the  grant/contract  period; 
(ii)  it  is,  together  with  all  other  compensa¬ 
tion  paid  to  the  employee,  reasonable  in 
amount;  (ill)  it  is  paid  pursuant  to  an  agree¬ 
ment  entered  into  in  good  faith  between  the 
institution  and  its  employees  before  the 
services  are  rendered,  or  pursuant  to  an  es¬ 
tablished  plan  followed  by  the  institution 
so  consistently  as  to  imply,  in  effect,  an 
agreement  to  make  such  payments;  (Iv)  the 
benefits  of  the  plan  are  vested  in  the  em¬ 
ployees  or  their  designated  beneficiaries  and 
no  part  of  the  deferred  compensation  reverts 
to  the  employer  institution;  (v)  in  the  ca^ 
of  past  service  pension  costs,  it  is  amortize 
over  a  period  of  ten  years  or  more;  and  (vi) 
for  a  plan  which  is  subject  to  approval  by 
the  Internal  Revenue  Service,  it  falls  within 
the  criteria  and  standards  of  the  Internal 
Revenue  Code  and  the  regulations  of  the  In¬ 
ternal  Revenue  Service. 

(c)  In  determining  the  cost  of  deferred 
compensation  allowable  under  the  grant  or 
contract,  appropriate  adjustments  shall  be 
made  for  credits  or  gains.  Including  those 
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arising  out  of  both  normal  and  abnormal 
employee  turnover,  or  any  other  contingen¬ 
cies  that  can  result  In  a  forfeiture  by  em- 
pioyees  of  such  deferred  compensation.  Ad¬ 
justments  shall  be  made  only  for  forfeitures 
which  directly  or  Indirectly  Inure  to  the 
benefit  of  the  institution;  forfeitures  which 
inure  to  the  benefits  of  other  employees 
covered  by  a  deferred  compensation  plan 
with  no  reduction  In  the  institution’s  costs 
will  not  normally  give  rise  to  an  adjustment 
in  grant/contract  costs.  Adjustments  for 
normal  employee  turnover  shall  be  based 
on  the  institution’s  experience  and  on  fore¬ 
seeable  prospects,  and  shall  be  reflected  In 
the  amount  of  cost  currently  allowable. 
Such  adjustments  will  be  unnecessary  to  the 
extent  that  the  institution  can  demonstrate 
that  its  contributions  take  into  account 
normal  forfeitures.  Adjustments  for  possible 
future  abnormal  forfeitures  shall  be  effected 
according  to  the  following  rules: 

(1)  Abnormal  forfeitures  that  are  foresee¬ 
able  and  which  can  be  currently  evaluated 
with  reasonable  accuracy,  by  actuarial  or 
other  sound  computation  shall  be  reflected 
by  an  adjustment  of  current  costs  otherwise 
allowable;  and 

(il)  Abnormal  forfeitures,  not  within  (1) 
above,  may  be  made  the  subject  of  agreement 
between  the  Government  and  the  institution 
either  as  to  an  equitable  adjustment  or  a 
method  of  determining  such  adjustment. 

(d)  In  determining  whether  deferred  com¬ 
pensation  is  for  services  rendered  during  the 
agreement  period  or  is  for  future  services, 
consideration  shall  be  given  to  conditions 
Imposed  upon  eventual  payment,  such  as 
requirements  of  continued  employment,  con¬ 
sultation  after  retirement,  and  covenants 
not  to  compete. 

(5)  Fringe  benefits.  Fringe  benefits  are 
allowances  and  services  provided  by  the  in¬ 
stitution  to  its  employees  as  compensation 
in  addition  to  regular  wages  and  salaries. 
Costs  of  fringe  benefits,  such  as  pay  for 
vacations,  holidays,  sick  leave,  military  leave, 
employee  insurance,  and  supplemental  un¬ 
employment  benefit  plans  are  allowable  to 
the  extent  required  by  law,  employer-em¬ 
ployee  agreement,  or  an  established  policy 
of  the  institution. 

(6)  Severance  pay.  See  G.40. 

(7)  Training  and  education  expenses.  See 
G.44. 

(8)  Location  allowances,  (a)  "Location 
alolwances,”  sometimes  called  "supplemental 
pay’’  or  "incentive  pay,’’  are  compensation 
in  addition  to  normal  wages  or  salaries  and 
are  paid  by  institutions  to  especially  com¬ 
pensate  or  induce  employees  to  undertake  or 
continue  work  at  locations  which  may  be 
isolated  or  in  an  unfavorable  environment. 
Location  allowances  Include  extra  wage  or 
salary  payments  in  the  form  of  station  allow¬ 
ances,  extended  per  diem,  or  mileage  pay¬ 
ments  for  dally  commuting:  they  also  in¬ 
clude  such  benefits  as  Institution-furnished 
housing.  Payment  of  location  allowances  shall 
be  allowed  as  costs  under  grants  and  cost- 
reimbursement  type  contracts,  or  recognized 
in  pricing  flxed-prlCe  type  contracts,  only 
with  prior  approval  in  writing  from  the 
awarding  agency  and  only  where  and  so  long 
as  the  isolation  or  unfavorable  environment 
of  the  site  makes  such  payments  necessary 
to  the  accomplishment  of  the  work  without 
unacceptable  delays.  Whether  the  site  is  so 
Isolated,  or  its  environment  is  so  unfavorable, 
as  to  require  location  allowances  is  to  be 
determined  in  the  light  of  (a)  its  location 
and  climate;  (b)  the  availability  and  ad¬ 
equacy  of  housing  within  reasonable  com¬ 
muting  distance;  and  (c)  the  availability 
and  adequacy  of  educational,  recreational, 
medical,  and  hospital  facilities.  The  extent 
to  which  compensation  Includes  location  al¬ 
lowances  is  to  be  determined  by  comparing 
it  with  (a)  the  institution’s  normal  com¬ 
pensation  policy.  Including  pay  scales  at  its 


principal  operating  locations;  (b)  pay  scales 
of  other  organizations  and  concerns  operat¬ 
ing  at  or  near  the  site;  and  (c)  compensation 
paid  by  other  concerns  within  the  same  field 
for  similar  services  elsewhere. 

(b)  Locations  for  which  location  allow¬ 
ances  are  paid  shall  be  reviewed  at  least  once 
a  year  to  determine  whether  such  allowances 
should  continue  to  be  allowed. 

(9)  Support  of  salaries  and  wages,  (a) 
Direct  charges  for  professionals  must  be  sup¬ 
ported  by  either: 

(1)  An  adequate  appointment  and  work¬ 
load  distribution  system,  accompanied  by 
monthly  reviews  performed  by  responsible 
change  in  workload  distribution  of  each  pro¬ 
fessional  (l.e.,  an  exception  reporting  sys¬ 
tem)  or 

(il)  A  monthly  after-the-fact  certification 
system  which  will  require  persons  in  super¬ 
visory  positions  having  firsthand  knowledge 
of  the  services  performed  to  report  the  dis¬ 
tribution  of  effort  (l.e.,  a  positive  reporting 
system).  Such  reports  must  account  for  the 
total  salaried  effort  of  the  persons  covered. 
Consequently,  a  system  which  provides  for 
the  reporting  only  of  effort  applicable  to  fed¬ 
erally  sponsored  activities  Is  not  acceptable. 

(b)  Direct  charges  for  salaries  and  wages 
of  nonprofessionals  will  be  supported  by  time 
and  attendance  and  payroll  distribution 
records. 

(c)  Allowable  Indirect  personal  services 
costs  will  be  supported  by  the  institution’s 
accounting  system  maintained  in  accord¬ 
ance  with  generally  accepted  institutional 
practices.  Where  a  comprehensive  account¬ 
ing  system  does  not  exist,  the  Institution 
should  make  periodic  surveys  no  less  fre¬ 
quently  than  annually  to  support  the  Indirect 
personal  services  costs  for  inclusion  in  the 
overhead  pool.  Such  supporting  documenta¬ 
tion  must  be  retained  for  subsequent  review 
by  Government  representatives. 

7.  Capital  expenditures.  The  costs  of  equip¬ 
ment,  buildings,  and  repairs  which  materially 
Increase  the  value  or  useful  life  of  buildings 
or  equipment,  are  unallowable  except  as  pro¬ 
vided  for  in  the  grant/contract. 

8.  Contingencies,  (a)  A  contingency  is  a 
possible  future  event  or  condition  arising 
from  presently  known  or  unknown  causes,  the 
outcome  of  which  is  Indeterminable  at  the 
present  time. 

(b)  In  historical  costing,  contingencies  are 
not  normally  present  since  such  costing  deals 
with  costs  which  have  been  Incurred  and 
recorded  on  the  institution’s  books.  Accord¬ 
ingly,  contingencies  are  generally  unallowable 
for  historical  costing  purposes.  However,  in 
some  cases,  as  for  example,  terminations,  a 
contingency  factor  may  be  recognized  which 
Is  applicable  to  a  past  period  to  give  recog¬ 
nition  to  minor  unsettled  factors  in  the  inter¬ 
est  of  expeditious  settlement. 

(c)  In  connection  with  estimates  of  future 
costs,  contingencies  fall  into  two  categories: 

( 1 )  Those  which  may  arise  from  presently 
known  and  existing  conditions,  the  effects  of 
which  are  foreseeable  within  reasonable  limits 
of  accuracy;  e.g.,  pension  funds,  sick  leave, 
and  vacation  accruals,  etc.  In  such  situations 
where  they  exist,  contingencies  of  this  cate¬ 
gory  are  to  be  Included  in  the  estimates  of 
fxiture  cost  so  as  to  provide  the  best  estimate 
of  performance  costs;  and 

(2)  Those  which  may  arise  from  presently 
known  or  unknown  conditions,  the  effect  of 
which  cannot  be  measured  so  precisely  as  to 
provide  equitable  results  to  the  institution 
and  to  the  Government:  e.g.,  results  of  pend¬ 
ing  litigation,  and  other  general  business 
risks.  Contingencies  of  this  category  are  to 
be  excluded  from  cost  estimates  under  the 
several  items  of  cost,  but  should  be  disclosed 
separately,  including  the  basis  upon  which 
the  contingency  is  computed  in  order  to 
facilitate  the  negotiation  of  appropriate  con¬ 
tractual  coverage  (see,  for  example,  G-17, 
G  21,  and  G-40). 


9.  Contributions  and  donations,  (a)  Con¬ 
tributions  and  donations  by  the  grantee/ 
contractor  are  unallowable. 

(b)  The  value  of  donated  services  or  goods 
provided  by  individual  volunteers  or  men^bers 
of  volunteer  organizations  is  not  an  allow¬ 
able  cost;  however,  the  fair  market  value  of 
donated  services  or  goods  utilized  in  the  per¬ 
formance  of  a  direct  cost  activity  as  defined 
in  C.l  and  C.2  shall  be  considered  in  the 
determination  of  the  Indirect  cost  rate(s) 
and,  accordingly,  shall  be  allocated  a  propor¬ 
tionate  share  of  indirect  cost. 

10.  Depreciation  and  use  allowances,  (a) 
Institutions  may  be  compensated  for  the  use 
of  buildings,  capital  improvements  and 
usable  equipment  on  hand  through  deprecia¬ 
tion  or  use  allowances.  Depreciation  is  a 
charge  to  current  operations  which  distrib¬ 
utes  the  cost  of  a  tangible  capital  asset,  less 
estimated  residual  value,  over  the  estimated 
useful  life  of  the  asset  in  a  systematic  and 
logical  manner.  It  does  not  Involve  a  process 
of  valuation.  Useful  life  has  reference  to  the 
prospective  period  of  economic  usefulness  in 
the  particular  institution’s  operations  as 
distinguished  from  physical  life.  Use  allow¬ 
ances  are  the  means  of  allowing  compensa¬ 
tion  when  depreciation  or  other  equivalent 
costs  are  not  considered. 

(b)  Depreciation  or  a  use  allowance  on 
assets  donated  by  third  parties  is  allowable. 
However,  any  limitations  on  the  amount  of 
depreciation  which  would  have  applied  to 
the  donor  as  a  result  of  restrictions  con¬ 
tained  in  this  Section  shall  also  apply  to 
the  recipient  organization. 

(c)  Due  consideration  will  be  given  to 
Government-furnished  facilities  utilized  by 
the  institution  when  computing  use  allow¬ 
ances  and/or  depreciation  if  the  Govern¬ 
ment-furnished  facilities  are  material  in 
amount.  Computation  of  the  use  allowance 
and/or  depreciation  will  exclude  both  the 
cost  or  any  portion  of  the  cost  of  grounds, 
buildings  and  equipment  borne  by  or 
donated  by  the  Federal  Government,  ir¬ 
respective  of  where  title  was  originally 
vested  or  where  it  presently  resides,  and 
secondly,  the  cost  of  grounds.  Capital  ex¬ 
penditures  for  land  Improvements  (paved 
areas,  fences,  streets,  sidewalks,  utility  con¬ 
duits,  and  similar  Improvements  not  already 
Included  in  the  cost  of  buildings)  are  allow¬ 
able  provided  the  systematic  amortization  of 
such  capital  expenditmes  has  been  provided 
in  the  institution’s  books  of  account,  based 
on  reasonable  determinations  of  the  probable 
useful  lives  of  the  individual  items  involved, 
and  the  share  allocated  to  the  grant  or  con¬ 
tract  is  developed  from  the  amount  thus 
amortized  for  the  base  period  involved. 

(d)  Normal  depreciation  on  an  institu¬ 
tion’s  plant,  equipment,  and  other  capital 
facilities,  except  as  excluded  by  (d)  below, 
is  an  allowable  element  of  cost  provided  that 
the  amount  thereof  is  computed: 

(1)  Upon  a  property  cost  basis  which 
could  have  been  used  by  the  institution  for 
Federal  Income  Tax  purposes,  had  such  in¬ 
stitution  been  subject  to  the  payment  of 
income  tax;  and 

(2)  By  the  consistent  application  to  the 
assets  concerned  of  any  generally  accepted 
accounting  method,  and  subject  to  the 
limitations  of  the  Internal  Revenue  Code 
of  1954  as  amended,  including — 

(I)  The  straight  line  method; 

(II)  The  declining  balance  method,  using 
a  rate  not  exceeding  twice  the  rate  which 
would  have  been  used  had  the  annual  allow¬ 
ance  been  computed  under  the  method  de¬ 
scribed  in  (i)  above; 

(ill)  The  sum-of-the-years-dlglts  method: 
and 

(iv)  Any  other  consistent  method  produc¬ 
tive  of  an  annual  allowance  which,  when 
added  to  all  allowances  for  the  period  com¬ 
mencing  with  the  use  of  the  property  and 
Including  the  current  year,  does  not  during 


No.  181— Ft.  II- 


FEDERAL  REGISTER,  VOL.  38,  NO.  1 81— WEDNESDAY,  SEPTEMBER  19,  1973 


26:il4 

the  first  two-thirds  of  the  useful  life  of  the 
property  exceed  the  total  of  such  allow¬ 
ances  which  would  have  been  used  had  such 
allowances  been  computed  under  the  method 
described  in  (il)  above. 

(v)  Where  the  depreciation  method  is  fol¬ 
lowed,  adequate  property  records  must  be 
maintained.  The  period  of  useful  service 
(service  life)  established  in  each  case  for 
usable  capital  assets  must  be  determined 
on  a  realistic  basis  which  takes  into  con¬ 
sideration  such  factors  as  type  of  construc¬ 
tion,  nature  of  the  equipment  used,  tech¬ 
nological  developments  in  the  particular 
area,  and  the  renewal  and  replacement 
policies  followed  few  the  individual  items  or 
classes  of  assets  Involved.  Where  the  depre¬ 
ciation  method  is  Introduced  for  application 
to  assets  acquired  in  priew  years,  the  annual 
charges  therefrom  must  not  exceed  the 
amounts  that  would  have  resulted  had  the 
depreciation  method  been  in  effect  from  the 
date  of  acquisition  of  such  assets. 

(vi)  Depreciation  on  idle  or  excess  facilities 
shall  not  be  allowed  except  on  such  facilities 
as  are  reasonably  necessary  for  standby  pur¬ 
poses.  (See  G.  13.) 

(vll)  Where  an  institution  elects  to  go  on 
a  depreciation  basis  for  a  particular  class 
of  assets,  no  depreciation,  rental  or  use 
charge  may  be  allowed  on  any  such  assets 
that  would  be  viewed  as  fully  depreciated. 
Provided,  however,  that  reasonable  use 
charges  may  be  negotiated  for  any  such 
assets  if  warranted  after  taking  into  con¬ 
sideration  the  cost  of  the  facility  or  item 
involved,  the  estimated  useful  life  remain¬ 
ing  at  time  of  negotiation,  the  actual  replace* 
ment  policy  followed  m  the  light  of  service 
lives  used  for  calculatmg  depreciation,  the 
effect  of  any  increased  maintenance  charges 
or  decreased  efficiency  due  to  age,  and  any 
other  factors  pertinent  to  the  utilization  of 
the  facility  or  item  for  the  purpose  con¬ 
templated. 

(vili)  Where  the  use  allowance  method  is 
follow^,  the  use  allowance  for  buildings  and 
Improvements  will  be  computed  at  an  annual 
rate  not  exceeding  2  percent  of  acquisition 
cost.  The  use  allowance  for  equipment  will 
be  computed  at  an  annual  rate  not  exceed¬ 
ing  6%  percent  of  acquisition  cost  of  usable 
equipment  In  those  cases  where  the  Institu¬ 
tion  maintains  current  records  with  respect 
to  such  equipment  on  hand.  Where  the  In¬ 
stitution's  records  reflect  only  the  cost 
(actual  or  estimated)  of  the  original  comple¬ 
ment  of  equipment,  the  use  allowance  will  be 
computed  at  an  annual  rate  not  exceeding 
10  percent  of  such  cost.  Original  complement 
for  this  purpose  means  the  complement  of 
equipment  Initially  placed  in  buildings  to 
perform  the  functions  currently  being  per¬ 
formed  In  such  buildings;  however,  where  a 
permanent  change  In  the  function  of  a  build¬ 
ing  takes  place,  a  redetermlnatlon  of  the 
original  complement  of  equipment  may  be 
made  at  that  time  to  establish  a  new  origi¬ 
nal  complement.  In  those  cases  where  no 
equipment  records  are  maintained,  the  In¬ 
stitution  will  Justify  a  reasonable  estimate 
of  the  acquisition  cost  of  usable  equipment 
which  may  be  used  to  compute  the  use  al¬ 
lowance  at  an  annual  rate  not  exceeding  6% 
percent  of  such  estimate. 

(lx)  Depreciation  and 'or  use  charges 
should  usually  be  allocated  to  all  activities 
as  an  indirect  cost. 

11.  Employee  morale,  health,  welfare  costs, 
and  credits,  (a)  Employee  morale,  health,  and 
welfare  activities  are  those  services  or  bene¬ 
fits  provided  by  the  Institution  to  its  em¬ 
ployees  to  improve  working  conditions,  em¬ 
ployer-employee  relations,  employee  morale, 
and  employee  perfcHmiance.  Such  activities 
include  bouse  publications,  health  or  first- 
aid  clinics,  recreation,  Employee  counseling 
services  and.  fcH-  the  purpose  eff  this  para- 
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graph,  food  and  dormitory  services.  Food  and 
dmmltory  services  Include  operating  or 
furnishing  facilities  for  cafeterias,  dining 
rooms,  canteens,  lunch  wagons,  vending  ma¬ 
chines,  living  accommodations,  or  similar 
types  of  services  for  the  institution's  em¬ 
ployees  at  or  near  its  facilities. 

(b)  Except  as  limited  by  (c)  below,  the 
aggregate  of  costs  incurred  on  account  of  all 
activities  mentioned  in  (a)  above,  less  In¬ 
come  generated  by  all  such  activities  is  al¬ 
lowable  to  the  extent  that  the  net  amoimt 
Is  reasonable. 

(c)  Losses  from  the  (deration  of  food  and 
dormitory  services  nvay  be  included  as  cost 
inciured  under  (b)  above,  only  if  the  in¬ 
stitution's  objective  Is  to  operate  such  serv¬ 
ices  on  a  break-even  basis.  Losses  sustained 
because  food  services  or  lodging  accommo¬ 
dations  are  furnished  without  charge  or  at 
prices  or  rates  which  obviously  would  not  be 
conducive  to  accomplishment  of  the  above 
objective,  are  not  allowable,  except  that  a 
loss  may  be  allowed  to  the  extent  the  institu¬ 
tion  can  demonstrate  that  unusual  circum¬ 
stances  exist  (eg.,  (1)  where  the  Institution 
must  provide  food  or  dormitory  services  at  re¬ 
mote  locations  where  adequate  commercial 
facilities  are  not  reasonably  available  or  (ii) 
where  it  is  necessary  to  operate  a  facility  at 
a  lower  volume  than  the  facility  could  eco¬ 
nomically  support)  such  that,  even  with  effi¬ 
cient  management,  operation  of  the  services 
on  a  break-even  basis  would  require  charg¬ 
ing  inordinately  high  prices  or  prices  or  rates 
higher  than  those  charged  by  commercial 
establishments  offering  the  same  services  In 
the  same  geographical  areas. 

(d)  In  those  sitxiations  where  the  institu¬ 
tion  has  an  arrangement  authorizing  an 
employee  association  to  provide  or  operate  a 
service  such  as  vending  nuushlnes  in  the  in¬ 
stitution's  plant,  and  retain  the  profits  de¬ 
rived  therefrom,  such  profits  shall  be  treated 
in  the  same  manner  as  If  the  Institution 
were  providing  the  service  (but  see  (e) ). 

(e)  Contributions  by  the  Institution  to  an 
employee  organization.  Including  funds  set 
over  from  vending  machine  receipts  or  simi¬ 
lar  sources,  may  be  included  as  cost  incurred 
under  (b)  above  only  to  the  extent  that  the 
institution  demonstrates  that  an  equivalent 
amount  of  the  costs  inciured  by  the  em¬ 
ployee  organization  would  be  allowable  if  In¬ 
curred  by  the  institution  directly. 

12.  Entertainment  costs.  Costs  of  amuse¬ 
ment,  diversion,  social  activities,  ceremonials, 
and  incidental  costs  relating  thereto,  such  as 
mesils.  lodging,  rentals,  transportation,  and 
gratuities,  are  unallowable  (but  see  0-11  and 
G-43). 

13.  Excess  facility  costs,  (a)  As  used  in 
this  paragraph,  the  words  and  phrases  de¬ 
fined  in  this  subparagnqjh  (a)  shall  have 
the  meanings  set  forth  below. 

(1)  Facilities  means  plant  any  portion 
thereof  (inclusive  of  land  Integral  to  the 
operation);  equipment  individually  or  col¬ 
lectively;  or  any  other  tangible  capital  asset, 
wherever  located,  and  whether  owned  or 
leased  by  the  institution. 

(2)  Idle  Facilities  means  completely  un¬ 
used  facilities  that  are  excess  to  the  Institu¬ 
tion's  current  needs. 

(3)  Idle  Capacity  means  the  unused  ca¬ 
pacity  of  partially  used  facilities.  It  is  the 
difference  between  that  which  a  facility  could 
achieve  under  100  percent  operating  time  on 
a  one  shift  basis  less  curating  Interrupticms 
resulting  from  time  lost  for  repairs,  setups, 
unsatisfactory  mater iels,  and  other  normal 
delays,  and  the  extent  to  which  the  facility 
was  actually  used  to  meet  demands  during 
the  accounting  period.  (A  multiple  shift 
basis  may  be  used  if  it  can  be  shown  that 
this  amount  of  usage  could  normally  be  ex¬ 
pected  for  the  type  of  facility  Involved.) 

(4)  Costs  of  idle  facilities  or  idle  capacity 
are  costs  such  as  maintenance,  repair. 


housing,  rent,  and  other  related  costs,  e.g., 
property  taxes.  Insurance,  and  depreciation. 

(b)  The  costs  of  idle  facilities  are  unallow¬ 
able  except  to  the  extent  that: 

(I)  They  are  necessary  to  meet  fluctuations 
in  workload;  or 

(II)  Although  not  necessary  to  meet  fluc¬ 
tuations  in  workload,  they  were  necessary 
when  acquired  and  are  now  idle  because  of 
changes  in  program  requirements,  grantee/ 
contractor  efforts  to  produce  more  economi¬ 
cally,  reorganization,  termination,  or  other 
causes  which  could  not  have  been  reasonably 
foreseen. 

Under  the  exception  stated  in  (11)  of  this 
subparagraph  (b),  costs  of  idle  facilities  are 
allowable  for  a  reasonable  period  of  time, 
ordinarily  not  to  exceed  1  year,  depending 
upon  the  initiative  taken  to  use,  lease,  or 
dispose  of  such  facilities  (but  see  0.42(b) 
and  (e) ). 

(c)  The  costs  of  idle  capacity  are  normal 
costs  of  doing  business  and  are  a  factor  in 
the  normal  fluctuations  of  usage  or  overhead 
rates  from  period  to  period.  Such  costs  are 
allowable,  provided  the  capacity  is  reason¬ 
ably  anticipated  to  be  necessary  or  was 
originally  reasonable  and  is  not  subject  to 
reduction  or  ellmlnatioa  by  subletting,  rent¬ 
ing,  or  sale,  in  accordance  with  sound  busi¬ 
ness,  economics,  or  security  practices.  Wide¬ 
spread  idle  capacity  throughout  an  entire 
plant  or  among  a  group  of  assets  having  sub¬ 
stantially  the  same  function  may  be  idle 
facilities. 

14.  Fines  and  penalties.  Costs  of  fines  and 
penalties  resulting  from  violations  of,  or 
failure  of  the  institution  to  comply  with. 
Federal,  State,  and  local  laws  and  regulations 
are  unallowable  except  when  incurred  as  a 
result  of  compliance  with  specific  provisions 
of  the  grant  or  contract  instructions  in  writ¬ 
ing  from  the  awarding  agency. 

16.  Fringe  benefits.  (See  a.-6-(g)-(6.) 

16.  Independent  research  and  develop¬ 
ment.  (a)  An  institution's  independent  re¬ 
search  and  development  (I.R.  &  D.)  is  that 
research  and  development  which  Is  not  ^>on- 
sored  by  the  Government  or  a  non-Oovem- 
ment  organization  or  agency  under  a  grant/ 
contract  or  other  arrangement. 

(b)  Basic  research,  for  the  purpose  of  this 
document,  is  that  type  of  research  which  is 
directed  toward  increase  of  knowledge  with¬ 
in  a  particular  discipline.  In  such  research, 
the  primary  aim  of  the  investigator  is  a 
fuller  knowledge  or  understanding  of  the 
subject  under  study,  rather  than  any  practi¬ 
cal  application  thereof.  Applied  research,  for 
the  purpose  of  this  document  consists  of  that 
type  of  effort  which  (1)  is  normally  derived 
from  the  results  of  basic  research,  but  may 
not  be  severable  from  the  related  basic  re¬ 
search,  (2)  attempts  to  determine  and  ex¬ 
pand  the  potentialities  of  new  scientific  dis¬ 
coveries  or  Improvements  in  technology, 
materlels,  processes,  methods,  devices,  and 
techniques,  and  (3)  attempts  to  "advance 
the  state  of  the  art."  Applied  research,  does 
not  Include  any  such  efforts  when  their  prin¬ 
cipal  aim  is  the  design,  development,  or  test 
of  specific  articles  or  services  to  be  offered  for 
sale,  which  are  within  the  definition  of  the 
term  development  as  defined  in  (c)  below. 
Census  research,  for  the  purpose  of  this 
document,  is  that  type  of  activity  devoted 
to  the  compilation  and  Interpretation  of 
statistical  and  other  analytical  information 
acquired  through  survey  (eg.  Interview,  cir¬ 
cularization  of  questionnaires) ,  observations 
or  from  books,  treatises,  articles  or  other 
sources  relative  to  specifically  defined  ac¬ 
tivities,  occurrences  or  conditions  for  the 
purpose  of  accomplishing  some  scientific  end. 

(c)  "Development"  is  the  systematic  use  of 
scientific  knowledge  which  Is  directed  toward 
the  production  of,  or  Improvements  In,  use¬ 
ful  products  to  meet  specific  performance 
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requirements,  but  exclusive  of  manufactur¬ 
ing  and  production  engineering. 

(d)  Independent  research  and  develop¬ 
ment  will  be  treated  In  a  manner  consistent 
with  the  treatment  of  sponsored  research 
and  development.  Accordingly,  an  institu¬ 
tion’s  I.R.  &  D.  shall  be  allocated  In  propor¬ 
tionate  share  of  indirect  costs  on  the  same 
basis  that  indirect  costs  are  allocated  to  spon¬ 
sored  research  and  development. 

(e)  The  cost  of  an  institution’s  I.R.  &  D. 
including  Its  proportionate  share  of  Indirect 
costs,  is  unallowable. 

17.  Insurance  and  indemnification,  (a)  In¬ 
surance  Includes  Insurance  which  the  Insti¬ 
tution  Is  required  to  carry,  or  which  Is  ap¬ 
proved,  under  the  terms  of  the  grant  or 
contract  and  any  other  Insurance  which  the 
Institution  maintains  in  connection  with  the 
general  conduct  of  Its  business. 

(1)  Costs  of  Insurance  required  or  ap¬ 
proved,  and  maintained,  pursuant  to  the 
grant  or  contrsu:t  are  allowable. 

(2)  Costs  of  other  Insurance  maintained 
by  the  institution  In  connection  with  the 
general  conduct  of  its  business  are  allowable 
subject  to  the  following  limitations: 

(a)  Types  and  extent  of  coverage  shall  be 
in  accordance  with  sound  business  practice 
and  the  rates  and  premiums  shall  be  reason¬ 
able  under  the  circumstances; 

(b)  Costs  allowed  for  business  interruption 
or  other  similar  Insurance  shall  be  limited  to 
exclude  coverage  of  profit; 

(c)  Costs  of  Insiirance  or  of  any  provision 
for  a  reserve  covering  the  risk  of  loss  of  or 
damage  to  Government  property  are  allow¬ 
able  only  to  the  extent  that  the  Institution 
Is  liable  for  such  loss  or  damage  and  such 
Insurance  or  reserve  does  not  cover  loss  or 
damage  which  results  from  willful  miscon¬ 
duct  or  lack  of  good  faith  on  the  part  of  any 
of  the  institution’s  trustees,  directors  or  offi¬ 
cers,  or  other  equivalent  representatives,  who 
have  supervision  or  direction  of  <i)  all  or  sub¬ 
stantially  all  of  the  Institution’s  business,  or 
(11)  all  or  substantially  all  of  the  Institu¬ 
tion’s  operations  at  any  one  separate  loca¬ 
tion  In  which  the  grant  or  contract  Is  being 
performed,  or  who  are  specifically  Identified 
as  the  project  director  In  the  project  or 
otherwise  primarily  responsible  for  the  direc¬ 
tion  and/or  execution  of  the  project  sup¬ 
ported  by  the  grant  or  contract. 

(d)  Provisions  for  a  reserve  under  an  ap¬ 
proved  self-lnsxirance  program  are  allowable 
to  the  extent  that  types  of  coverage,  extent 
of  coverage,  and  the  rates  and  premliuns 
would  have  been  allowed  had  Insurance  been 
purchased  to  cover  the  risks;  and 

(e)  Costs  of  Insurance  on  the  lives  of 
trustees,  officers,  or  other  employees  holding 
positions  of  similar  responsibilities  are  al¬ 
lowable  only  to  the  extent  that  the  Insurance 
represents  additional  compensation.  (See 
G-6). 

(3)  Actual  losses  which  could  have  been 
covered  by  permissible  Insurance  (through 
an  approved  self-insurance  program  or  other¬ 
wise)  are  unallowable  unless  expressly  pro¬ 
vided  for  in  the  grant  or  contract,  except ; 

(a)  Costs  Incurred  because  of  losses  not 
covered  under  nominal  deductible  Insurance 
coverage  provided  In  keeping  with  sound 
business  practice,  are  allowable;  and 

(b)  Minor  losses  not  covered  by  Insurance, 
such  as  spoilage,  breakage,  and  disappear¬ 
ance  of  supplies,  which  occur  in  the  ordinary 
course  of  doing  business,  are  allowable. 

(b)  Indemnification  Includes  securing  the 
institution  against  liabilities  to  third  per¬ 
sons  and  any  other  loss  or  damage  not  com¬ 
pensated  by  Insurance  or  otherwise.  The  Gov¬ 
ernment  Is  obligated  to  Indemnify  the  insti¬ 
tution  only  to  the  extent  expressly  provided 
In  (a)  (3)  above. 

18.  Interest  and  other  financial  costs,  (a) 
Costs  Incurred  for  Interest  on  borrowed  capi¬ 


tal  or  temporary  use, of  endowment  funds, 
however  represented,  are  unallowable. 

(b)  Costs  of  organized  fund  raising.  In¬ 
cluding  financial  campaigns,  endowment 
drives,  solicitation  of  gifts  and  bequests,  and 
similar  expenses  Inciured  solely  to  raise  capi¬ 
tal  or  obtain  contributions,  are  imallowable. 

(c)  Costs  of  Investment  counsel  and  staff 
and  similar  expenses  incurred  solely  to  en¬ 
hance  Income  from  Investments  are  unallow¬ 
able. 

(d)  Where  substantial  effort  or  time  Is  de¬ 
voted  to  fund  raising  and  investment  activi¬ 
ties  as  described  in  (b)  and  (c)  In  relation 
to  other  functions  of  an  institution,  such 
activities  shall  be  considered  as  a  major  activ¬ 
ity  of  the  institution  and  shall  be  allocated 
its  share  of  indirect  costs  in  accordance  with 
section  D.  (See  also  C-2.) 

19.  Labor  relations  costs.  Costs  Incurred 
In  maintaining  satisfactory  relations  between 
the  institution  and  Its  employees.  Including 
costs  of  labor  management  committees,  em-c 
ployee  publications,  and  other  related  activi¬ 
ties,  are  allowable. 

20.  Losses  on  other  grants  or  contracts.  Any 
excess  of  costs  over  Income  on  any  grant  or 
contract  Is  unallowable  as  a  cost  of  any  other 
grant  or  contract. 

21.  Maintenance  and  repair  costs,  (a)  Costs 
necessary  for  the  upkeep  of  property  (Includ¬ 
ing  Government  property  unless  otherwise 
provided  for) ,  which  neither  add  to  the  per¬ 
manent  value  of  the  property  nor  appreciably 
prolong  Its  Intended  life,  but  keep  it  In  an 
efficient  operating  condition,  are  to  be  treated 
as  follows  (but  see  G-10) : 

(1)  Normal  maintenance  and  repair  costs 
are  allowable : 

(2)  Extraordinary  maintenance  and  repair 
costs  are  allowable,  provided  such  are  al¬ 
located  to  the  periods  to  which  applicable  for 
purposes  of  determining  grant  or  contract 
costs. 

(b)  Expenditures  for  plant  and  equipment, 
including  rehabilitation  thereof,  which,  ac¬ 
cording  to  generally  accepted  accounting 
principles  as  applied  under  the  Institution’s 
established  policy,  should  be  capitalized  and 
subjected  to  depreciation,  are  allowable  only 
on  a  depreciation  basis. 

22.  Materiels  costs  .(a)  The  cost  of  con¬ 
sumable  supplies,  serum,  drugs,  fabricated 
parts,  and  other  materiels  necessary  to  carry 
out  the  objectives  of  a  grant  or  contract, 
whether  purchased  outside  or  manufactured 
by  the  institution  are  allowable  subject  to 
the  provisions  (b)  through  (e)  below.  The 
cost  may  Include  such  collateral  items  as  in¬ 
bound  transportation  and  Intranslt  Insur¬ 
ance. 

In  computing  these  costs  consideration  will 
be  given  to  reasonable  overruns,  spoilage,  or 
defective  work  if  consistent  with  the  nature 
of  the  project  being  performed  and  the 
recognized  practice  of  the  Industry. 

(b)  Costs  of  materiel  shall  be  suitably  ad¬ 
justed  for  applicable  portions  of  income  and 
other  credits.  Including  available  trade  and 
cash  discounts,  refunds,  rebates,  allowances, 
and  credits  for  scrap  and  salvage  and  materiel 
returned  to  vendors.  Such  Income  and  other 
credits  shall  either  be  credited  directly  to  the 
cost  of  the  materiel  Involved  or  be  allocated 
(as  credits)  to  Indirect  costs.  However,  where 
the  Institution  can  demonstrate  that  failure 
to  take  cash  discounts  was  due  to  reasonable 
circumstances,  such  lost  discounts  need  not 
be  so  credited. 

(c)  Reasonable  adjustments  arising  from 
differences  between  periodic  physical  Inven¬ 
tories  and  book  inventories  may  be  included 
in  arriving  at  costs,  provided  such  adjust¬ 
ments  relate  to  the  period  of  performance 
of  the  grant  or  contract, 

(d)  When  the  materiels  are  purchased 
specifically  for  and  Identifiable  solely  with 
performance  under  a  grant  or  contract,  the 


actual  purchase  cost  thereof  should  be 
charged  to  that  grant  or  contract.  If  ma¬ 
teriel  Is  Issued  from  stores,  any  generally 
recognized  method  of  pricing  such  materiel 
Is  acceptable  If  that  method  Is  consistently 
applied  and  the  results  are  equitable.  When 
estimates  of  materiel  costs  to  be  Incurred  in 
the  future  are  required,  either  current 
market  price  or  anticipated  acquisition  cost 
may  be  used,  but  the  basis  of  pricing  must  be 
disclosed. 

(e)  Allowance  for  all  materiels,  supplies 
and  services  which  are  sold  or  transferred 
between  any  division,  subsidiary  or  affiliate 
of  the  institution  under  a  common  control 
shall  be  on  the  basis  of  cost  Incurred  In 
accordance  with  these  principles,  except  that 
when  It  is  the  established  practice  of  the 
transferring  organization  to  price  inter- 
organlzatlon  transfers  of  materiels,  supplies 
and  services  at  other  than  cost  for  non- 
Government  work  of  the  institution  or  any 
division,  subsidiary  or  affiliate  of  the  insti¬ 
tution  under  a  common  control,  allowance 
may  be  at  a  price  when: 

(1)  It  is  or  Is  based  on  an  “established 
catalog  or  market  price  of  commercial  items 
sold  in  substantial  quantities  to  the  gen¬ 
eral  public;’’  or 

(2)  It  Is  the  result  of  “adequate  price 
competition”  and  Is  the  price  at  which  an 
award  was  made  to  the  affiliated  organization 
after  obtaining  quotations  on  an  equal  basis 
from  such  organization  and  one  or  more  out¬ 
side  sources  which  normally  produce  the 
item  or  its  equivalent  In  significant  quantity. 

Provided,  that  in  either  case : 

(1)  The  price  Is  not  in  excess  of  the  trans¬ 
feror’s  current  sales  price  to  his  most  favored 
customer  (including  any  division,  subsidiary, 
or  affiliate  of  the  institution  under  a  com¬ 
mon  control)  for  a  like  quantity  under  com¬ 
parable  conditions,  and 

(2)  The  price  is  not  determined  to  be  un¬ 
reasonable  by  the  awarding  agency. 

The  price  determined  In  accordance  with 
(1)  above  should  be  adjusted,  when  appro¬ 
priate,  to  reflect  the  quantities  being 
procured  and  may  be  adjusted  upward  or 
downward  to  reflect  the  actual  cost  of  any 
modifications  necessary  because  of  grant  or 
contract  requirements. 

23.  Organization  costs.  Expenditures,  such 
as  Incorporation  fees,  attorney’s  fees,  ac¬ 
countant’s  fees,  broker’s  fees,  fees  to  pro¬ 
moters  and  organizers,  in  connection  with 
(a)  organization  or  reorganization  of  a  busi¬ 
ness,  or  (b)  raising  capital,  are  unallowable 
unless  specified  otherwise  In  the  grant  or 
contract. 

24.  Other  business  expenses.  Included  in 
this  Item  are  such  recurring  expenses  as 
preparation  and  publication  of  reports  to 
members  and  trustees;,  preparation  and  sub¬ 
mission  of  required  reports  and  forms  to 
taxing  and  other  regulatory  bodies;  and  inci¬ 
dental  costs  of  director  and  committee 
meetings.  ’The  above  and  similar  costs  are  al¬ 
lowable  when  allocated  on  an  equitable 
basis. 

25.  Overtime,  extra-pay  shift  and  multi¬ 
shift  premiums.  Premiums  for  overtime, 
extra-pay  shifts,  and  multishift  work  are 
allowable  only  to  the  extent  approved  by 
the  awarding  agency  except: 

(a)  When  necessary  to  cope  with  emergen¬ 
cies,  such  as  those  resulting  from  accidents, 
natural  disasters,  breakdowns  of  production 
equipment,  or  occasional  production  bottle¬ 
necks  of  a  sporadic  nature; 

(b)  When  by  Indirect  labor  employees  such 
as  those  performing  duties  In  connection 
with  administration,  protection,  transporta¬ 
tion,  maintenance,  standby  plant  protection, 
operation  of  utilities,  or  accounting; 

(c)  In'the  perfomiance  of  tests,  laboratory 
procedures,  or  other  similar  operations  which 
are  continuous  In  nature  and  cannot  reason- 
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ably  be  Interrupted  or  otherwise  completed: 
or 

(d)  When  lower  overall  cost  to  the  Govern¬ 
ment  will  result. 

Overtime  premiums  and  shift  premiums 
may  be  considered  proper  for  approval  when 
determined  In  vrritlng  by  the  awarding 
agency  that  approval: 

(a)  Is  necessary  to  meet  delivery  or  per¬ 
formance  schedules,  and  such  schedules  are 
determined  to  be  extended  to  the  maximum 
consistent  with  essential  program  objectives; 

(b)  Is  necessary  to  make  up  for  delays 
which  are  beyond  the  control  and  without 
the  fault  or  negligence  of  the  Institution; 

(c)  Is  necessary  to  eliminate  foreseeable 
bottlenecks  of  an  extended  nature  which  can¬ 
not  be  eliminated  in  any  other  way. 

Approvals  should  ordlnsirily  be  prospective, 
but  may  be  retroactive  where  Justified  by  the 
circumstances.  Such  approvals  may  be  for  an 
individual  grant  or  contract  project,  or  pro¬ 
gram.  or  for  a  division,  department,  or 
branch,  as  most  practicable. 

Overtime  for  whlcfii  overtime  premiums 
would  be  at  Government  expense  should  not 
be  ai^roved  under  an  award  where  the  Insti¬ 
tution  is  already  oUlgated,  without  the  right 
to  additional  compensation,  to  meet  the  re¬ 
quired  delivery  date. 

Where  overtime  premiums  or  shift  pre¬ 
miums  are  being  paid  at  Government  expense 
In  connection  with  the  performance  of  Gov¬ 
ernment  grant  or  contract  the  continued 
need  therefor  should  be  subject  to  periodic 
review  by  the  swarding  agency. 

26.  Patent  and  copyright  costs.  Costs  of 
preparing  disclosures,  reports,  and  other  doc¬ 
uments  required  by  the  grant/contract  and 
of  searching  the  art  to  the  extent  necessary 
to  make  such  disclosvues,  are  allowable.  In 
accordance  with  the  conditions  of  the  grant 
or  contract  relating  to  patents  or  copyrights, 
costs  of  preparing  documents  and  any  other 
costs.  In  connctlon  with  the  filing  of  a 
patent  application  or  copyright  where  title 
is  conveyed  to  the  Government,  are  allow¬ 
able.  However,  similar  costs  incurred  in  con¬ 
nection  with  patents  or  copyrights  where 
title  is  not  conveyed  to  the  Government  are 
unallowable.  (See  G-39.) 

27.  Pension  plans.  (See  G-6(g)-(4) .) 

28.  Plant  protection  costs.  Costs  of  Items 
such  as  (a)  wages,  uniforms,  and  equipment 
of  personnel  engaged  In  plant  protection,  (b) 
depreciation  on  plant  protection  ctqjital  as¬ 
sets,  and  (c)  necessary  expenses  to  comply 
with  security  requirements  are  allowable. 

29.  Plant  reconversion  costs.  Plant  recon¬ 
version  costs  are  those  incurred  in  the  resto¬ 
ration  or  rehabilitation  of  the  institution's 
facilities  to  approximately  the  same  condi¬ 
tion  existing  immediately  prior  to  the  com¬ 
mencement  of  the  grant  or  contract  work, 
fair  wear  and  tear  excepted.  Reconversion 
costs  are  unallowable  except  for  the  cost  of 
removing  Government  property  and  the  res¬ 
toration  or  rehabilitation  costs  caused  by 
such  removal.  However,  In  ^>eclal  circum¬ 
stances  where  equity  so  dictates,  additional 
costs  may  be  allowed  to  the  extent  agreed 
upon  In  writing  before  the  costs  arc  Incurred. 
Whenever  such  costs  are  given  consideration, 
care  should  be  exercised  to  avoid  duplication 
through  allowance  as  contingencies,  as  addi¬ 
tional  profit  or  fee,  or  In  other  grants  or 
contracts. 

30.  Preaward  costs.  Preaward  costs  are  those 
Incurred  prior  to  the  effective  date  of  the 
grant  or  contract  directly  pursuant  to  the 
negotiation  and  in  anticipation  of  the  award 
of  the  grant  or  contract  where  such  Incur¬ 
rence  is  necessary  to  comply  with  the  pro¬ 
posed  delivery  schedule  or  period  of  perform¬ 
ance.  Such  costs  are  allowable  only  to  the 
extent  that  they  would  have  been  allowable 
if  incurred  after  the  date  of  the  award  and 
only  with  the  prior  written  approval  of  the 
awarding  agency. 


31.  Professional  service  cost — legal,  ac¬ 
counting,  scientifle  and  other,  (a)  Oosta  of 
professional  services  rendered  by  mem¬ 
bers  of  a  particular  pnrfesskm  who  are  not 
employees  of  the  institution  are  allowable, 
subject  to  (b),  (c)  and  (d)  below,  when  rea¬ 
sonable  in  relation  to  the  services  rendered. 
(But  see  G-23.) 

(b)  Factors  to  be  considered  in  determin¬ 
ing  the  allowability  of  costs  in  a  particular 
case  Include : 

(1)  The  nature  and  scope  of  the  service 
rendered  In  relation  to  the  service  required; 

(2)  The  necessity  of  contracting  for  the 
service  considering  the  Institution's  ciq>s- 
blllty  in  the  particular  area; 

(3)  The  past  pattern  of  such  costs,  par¬ 
ticularly  In  years  prior  to  the  award  of 
Government  work; 

(4)  The  Impact  of  Government  work  on 
the  institution's  business  (i.e.,  what  new 
problems  have  arisen) ; 

(5)  Whether  the  proportion  of  Govern¬ 
ment  work  to  the  institution's  total  business 
is  such  as  to  influence  the  Institution  in 
favor  of  incurring  the  cost,  particularly  where 
the  services  rendered  are  not  of  a  continu¬ 
ing  nature  and  have  little  relationship  to 
work  under  Government  grants/oontracts; 

(6)  Whether  the  service  can  be  performed 
more  economically  by  employment  rather 
than  by  contracting; 

(7)  The  qualifications  of  the  Individual 
or  concern  rendering  the  service  and  the 
customary  fees  charged,  especially  on  non¬ 
government  grants/contracts; 

(8)  Adequacy  of  the  contractual  agree¬ 
ment  for  the  service  (e.g.,  description  of  the 
service,  estimate  of  time  required,  rate  of 
compensation;  termination  provisions) . 

(c)  Retainer  fees  to  be  allowable  must  be 
reasonably  supported  by  evidence  of  bona 
fide  services  available  or  rendered. 

(d)  Costs  of  legal,  accounting,  and  con¬ 
sulting  service,  and  related  cost^  incurred 
in  connection  with  organization  and  reor¬ 
ganization,  defense  of  anti-trust  suits,  and 
the  prosecution  of  claims  against  the  Gov¬ 
ernment,  are  unallowable.  Costs  of  legal, 
accounting,  and  consulting  services,  and  re¬ 
lated  costs,  incurred  In  connection  with  pat¬ 
ent  or  copyright  Infringement  litigation,  are 
unallowable  unless  otherwise  provided  for  in 
the  grant  or  contract. 

32.  Profits  and  losses  on  disposition  of 
plant  equipment,  or  other  capital  assets. 
Profits  or  losses  ot  any  nature  arising  from 
the  sale  or  exchange  of  plant,  equipment, 
or  other  capital  assets,  including  sale  or  ex¬ 
change  of  either  short-  or  long-term  invest¬ 
ments,  shall  be  excluded  In  computing  grant 
or  contract  costs. 

33.  Public  information  services  costs.  Pub¬ 
lic  Information  services  costs  Include  the 
costs  associated  with  promotions,  public  re¬ 
lations,  pamphlets,  news  releasee,  and  other 
forms  of  Informatlcm  services.  Such  costs  are 
normally  Incurred  to: 

(a)  Inform  or  Instruct  individuals,  groups 
or  the  general  public  about  health  or  social 
problems; 

(b)  Interest  individuals  or  groups  in  par¬ 
ticipating  in  a  service  program  of  the  insti¬ 
tution; 

(c)  Provide  stewardship  reports  to  State 
and  local  Goveriunent  stgencles,  benefactor 
foundations  and  associations,  etc.; 

(d)  Appeal  for  funds; 

(e)  Disseminate  the  results  of  sponsored 
and  non-sponsored  research  or  other  activity 
to  the  scientific  community. 

To  the  extent  that  the  costs  Incurred  for 
any  of  these  purposes  are  identifiable  with 
a  particular  cost  objective  they  should  be 
charged  to  the  objective  to  which  they  relate. 

If  these  costs  are  not  identifiable  with  a 
particular  cost  objective,  they  should  be  allo¬ 
cated  as  indirect  costs  to  all  major  activities 


of  the  Institution  except  that  costs  related  to 
fund-raising  appeals  are  unallowable  as  costs 
of  grants  and  contracts. 

Public  information  service  costs  are  un¬ 
allowable  as  a  direct  cost  of  grants  and  con¬ 
tracts  \inless  formally  approved  by  the  award¬ 
ing  agency. 

34.  Publication  and  printing  costs.  Publi¬ 
cation  costs  Include  the  costs  of  printing  (in¬ 
cluding  the  processes  of  composition,  plate¬ 
making,  press  w(X'k,  binding  and  the  end 
products  produced  by  such  processes),  dis¬ 
tribution,  promotion,  mailing  and  general 
handling. 

Publication  costs  are  unallowable  as  a  di¬ 
rect  cost  of  grants  and  contracts  unless 
formally  approved  by  the  awarding  agency. 

35.  Rearrangement  and  alteration  costs. 
Costs  incurred  tor  ordinary  or  normal  rear¬ 
rangement  and  alteration  of  facilities  are  al¬ 
lowable.  Special  arrangement  and  alteration 
costs  Incurred  specifically  for  the  project  are 
allowable  when  written  approval  has  been 
given  In  advance  by  the  awarding  agency. 

36.  Recruitment  costs,  (a)  Subject  to  (b), 
(c),  and  (d)  (rf  this  G-S6,  and  provided  that 
the  size  of  the  staff  recruited  and  main¬ 
tained  is  in  keeping  with  workload  require¬ 
ments,  costs  of  help-wanted  advertising,  op¬ 
erating  costs  of  an  employment  olBoe  neces¬ 
sary  to  secure  and  maintain  an  adequate 
labor  force,  oosts  of  curating  an  i^ititude 
and  educational  testing  program,  travel  costs 
of  employees  while  engaged  in  recruiting  per¬ 
sonnel,  and  travel  costs  of  applicants  for  In¬ 
terviews  for  prospective  employment  are  al¬ 
lowable  to  the  extent  that  such  oosts  are 
incurred  pursuant  to  a  well  managed  recruit¬ 
ment  program.  Where  the  Institution  uses 
employment  agencies,  oosts  not  in  excess  of 
standard  commercial  rates  for  such  services 
are  allowable. 

(b)  In  publications,  oosts  ot  help-wanted 
advertising  that  (1)  Includes  color,  (3)  In¬ 
cludes  advertising  materiel  for  other  than 
recruitment  purposes,  or  (8)  Is  excessive  In 
size  (taking  into  consideration  recruitment 
purposes  for  which  Intended  and  normal 
business  practices  In  this  respect)  are  un¬ 
allowable. 

(c)  Costs  of  (1)  help- wanted  advertising 
and  (2)  excessive  salaries,  fringe  benefits,  and 
special  emoluments  that  have  been  offered 
to  prospective  employees,  designed  to  attract 
personnel  from  another  institution  perform¬ 
ing  as  grantee  or  contractor  to  the  fJovem- 
ment,  or  In  excess  of  the  standard  practices 
in  comparable  Institutions,  are  unallowable. 

(d)  Where  relocation  costs  incurred  Inci¬ 
dent  to  recruitment  of  a  new  emplosree  have 
been  allowed  either  as  an  allocable  direct  or 
Indirect  cost  and  the  newly  hired  employee 
resigns  for  reasons  within  his  control  within 
12  months  after  hire,  the  Institution  shall 
be  required  to  refund  or  credit  such  reloca¬ 
tion  costs  to  the  Government. 

3T.  Relocation  costs,  (a)  Relocation  costs, 
few  the  purpose  of  this  document,  are  costs 
Incident  to  the  permanent  change  of  duty 
assignment  (for  an  Indefinite  period,  or  for  a 
stated  period  of  no  less  than  12  months)  of 
an  existing  employee  or  upon  recruitment  of 
a  new  employee.  These  costs  may  Include, 
but  are  not  limited  to  cost  of  (1)  transporta¬ 
tion  of  the  employee,  members  of  his  imme¬ 
diate  family  and  his  household  and  personal 
effects  to  the  new  location;  (11)  finding  a 
new  home,  such  as  advance  trips  by  employ¬ 
ees  and  spouses  to  locate  living  quarters  and 
temporary  lodging  during  the  transition  pe¬ 
riod;  (111)  closing  costs  (i.e.,  brokerage  fees, 
legal  fees,  appraisal  fees,  etc.) ,  incident  to  the 
disposition  of  housing;  (Iv)  other  necessary 
and  reasonable  expenses  normally  incident  to 
relocation,  such  as  cost  of  cancelling  an  un- 
explred  lease,  disconnecting  or  reinstalling 
household  appliances,  and  purchase  of  insur¬ 
ance  against  damages  to  personal  property; 
(V)  loss  on  sale  of  home;  and  (vi)  acquisition 
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of  a  home  In  a  new  location  (l.e.,  brokerage 
fees,  legal  fees,  appraisal  fees,  etc.) . 

(b)  Subject  to  (c)  below,  relocation  costs 
of  the  type  covered  In  (a)  (i),  (11).  (Ul).  and 
(iv)  above  are  allowable,  provided  (1)  the 
move  Is  for  the  benefit  of  the  employer;  (U) 
reimbursement  is  In  accordance  with  an  es¬ 
tablished  policy  or  practice  consistently  fol¬ 
lowed  by  the  employer,  and  such  policy  or 
practice  Is  designed  to  motivate  employees  to 
relocate  promptly  and  economically;  (111)  the 
costs  are  not  otherwise  unallowable  under  the 
provisions  of  G-36  or  any  other  paragraph 
of  this  document  and  (iv)  amounts  to  be  re¬ 
imbursed  shall  not  exceed  the  employee's  ac¬ 
tual  (or  reasonably  estimated)  exi>enses. 

(c)  Costs  otherwise  allowable  under  (b) 
above  are  subject  to  the  following  additional 
provisions:  (i)  the  transition  period  for  In- 
currance  of  costs  of  the  type  covered  in  (a) 
(11)  above  shall  be  kept  to  the  minimum 
niunber  of  days  necessary  under  the  clrcum- 
tances,  but  shall  not,  in  any  event,  exceed  a 
cumulative  total  of  30  days  including  ad¬ 
vance  trip  time;  and  (11)  allowance  for  cost 
of  the  type  covered  in  (a)  (ill)  above  shall 
not  exceed  8  percent  of  the  sales  price  of 
the  property  sold.  Costs  of  the  type  covered  in 

(a)  (ill)  and  (iv)  above  are  allowable  only 
in  connection  with  the  relocation  of  existing 
employees,  and  are  not  allowable  tor  newly 
recruited  employees. 

(d)  Costs  of  the  type  covered  in  (a)  (v) 
and  (vi)  above  are  not  allowable. 

38.  Rental  coats  (including  sale  and  lease¬ 
back  of  facilities) .  (a)  Rental  costs  of  land, 
building,  and  equipment  and  other  personal 
property  are  aliowable  if  ^e  rates  are  reason¬ 
able  in  light  of  such  factors  as  rental  costs 
of  comparable  facilities  and  market  condi¬ 
tions  in  the  area,  the  type,  life  ex]}ectancy, 
condition,  and  value  of  the  facilities  leased, 
options  available,  and  other  provisions  ot  the 
rental  agreement.  Application  of  these  fac¬ 
tors,  in  situations  where  rentals  are  exten¬ 
sively  used,  may  involve  among  other  con¬ 
siderations,  comparison  of  rental  costs  with 
the  amount  which  the  institution  would  have 
received  had  it  owned  the  facilities. 

(b)  Charges  in  the  nature  of  rent  between 
plants,  divisions,  or  organizations  under  com¬ 
mon  contnH  are  allowable  to  the  extent  such 
charges  do  not  exceed  the  normal  costs  of 
ownership,  such  as  depreciation,  taxes,  in¬ 
surance,  and  maintenance:  Provided,  That  no 
part  of  such  costs  shall  duplicate  any  other 
allowed  costs. 

(c)  Unless  otherwise  specifically  provided 
in  the  grant  or  contract,  rental  costs  specified 
in  sale  and  leaseback  agreements.  Incurred  by 
institutions  through  selling  plant  facilities 
to  investment  (Mrganlzations,  such  as  insur¬ 
ance  companies,  associate  institutions,  or  to 
private  Investors,  and  concurrently  leasing 
back  the  same  facilities,  are  allowable  only 
to  the  extent  that  such  rentals  do  not  exceed 
the  amount  which  the  grantee/contractor 
would  have  received  had  it  retained  legal 
title  to  the  facilities. 

(d)  Rentals  for  land,  building  and  equip¬ 
ment  and  other  personal  property  ownM  by 
afllllated  organizations  including  corpora¬ 
tions  or  by  stockholders,  members,  directors, 
trustees,  officers  or  other  key  personnel  of  the 
institution  or  their  families  either  directly  or 
through  corporations,  trusts  or  other  similar 
arrangements  in  which  they  hold  a  more 
than  token  interest  are  allowable  only  to  the 
extent  that  such  rentals  do  not  exceed  the 
amount  the  Institution  would  have  received 
had  legal  title  to  the  facilities  been  vested 
in  It. 

(e)  The  allowability  of  rental  costs  under 
unexplred  leases  in  connection  with  termina¬ 
tions  is  treated  in  0-42(e). 

39.  Royalties  and  other  costs  for  use  of 
patents  and  copyrights,  (a)  Royalties  on  a 
patent  or  copyright  or  amortization  of  the 
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cost  of  acquiring  by  purchase  a  copyright, 
patent  or  rights  thereto,  necessary  for  the 
proper  performance  of  the  grant  or  contract 
applicable  to  grant  products  or  processes,  are 
allowable  unless: 

(1)  The  Government  has  a  license  or  the 
right  to  free  use  of  the  patent; 

(2)  The  patent  or  copyright  has  been  ad¬ 
judicated  to  be  invalid,  or  has  been  adminis¬ 
tratively  determined  to  be  invalid; 

(3)  The  patent  or  copyright  is  considered 
to  be  unenforceable;  or 

(4)  The  patent  or  copyright  is  expired. 

(b)  Special  care  should  be  exercised  in 
determining  reasonableness  where  the  roy¬ 
alties  may  have  been  arrived  at  as  a  result 
of  less  than  arm’s-length  bargaining;  e.g.: 

(1)  Royalties  paid  to  persons,  including 
corporations,  affiliated  with  the  institution; 

(2)  Royalties  paid  to  unafiUlated  parties, 
including  corporations,  under  an  agreement 
entered  into  in  contemplation  that  a  Govern¬ 
ment  grant  or  contract  would  be  awarded;  or 

(3)  Royalties  paid  under  an  agreement 
entered  into  after  the  award  -of  the  grant 
or  contract. 

(c)  In  any  case  involving  a  patent  or  c<^y- 
rlght  formerly  owned  by  the  institution,  the 
amount  of  royalty  allowed  should  not  exceed 
the  cost  which  would  have  been  allowed  bad 
the  Institution  retained  title  thereto. 

40.  Severance  pay.  (a)  Severance  pay,  also 
commonly  referred  to  as  dismissal  wages,  is 
a  payment  in  addition  to  regular  salaries  and 
wages,  by  institutions  to  workers  whose  em¬ 
ployment  is  being  terminated.  Costs  of 
severance  pay  are  allowable  only  to  the  extent 
that,  in  each  case,  it  is  required  by  (1)  law, 
(2)  employer-employee  agreement,  (3)  estab¬ 
lished  policy  that  constitutes,  in  effect,  an 
implied  agreement  on  the  institution’s  part, 
or  (4)  circumstance  of  the  particular 
employment. 

(b)  Costs  of  severance  payments  are 
divided  into  two  categories  as  follows: 

(1)  Actual  normal  turnover  severance 
payments  shall  be  allocated  to  all  work  per¬ 
formed  in  the  institution’s  facilities;  or. 
where  the  institution  provides  for  accrual  of 
pay  for  normal  severances,  such  method  will 
be  acceptable  if  the  amount  of  the  accrual  is 
reasonable  in  light  of  payments  actually 
made  for  normal  severances  over  a  repre¬ 
sentative  past  period,  and  if  amounts  accrued 
are  allocated  to  all  work  performed  in  the 
institution’s  facilities;  and 

(2)  Abnormal  or  mass  severance  pay  is  of 
such  a  conjectural  nature  that  measurement 
of  costs  by  means  of  an  accrual  will  not 
achieve  equity  to  both  parties.  Thus,  accruals 
for  this  purpose  are  not  allowable.  However, 
the  Government  recognizes  its  obligation  to 
participate,  to  the  extent  of  its  fair  share,  in 
any  specific  payment.  Thus,  allowability  will 
be  considered  on  a  case-by-case  basis  in  the 
event  of  occurrence. 

41.  Taxes,  (a)  Taxes  are  certain  charges 
levied  by  Federal,  State,  or  local  governments. 
They  do  not  Include  fines  and  penalties  ex¬ 
cept  as  otherwise  provided  herein.  In  gen¬ 
eral,  taxes  which  the  Institution  is  required 
to  pay  and  which  are  paid  or  accrued  in  ac¬ 
cordance  with  generally  accepted  accounting 
principles  are  allowable,  except  tor: 

(1 )  Federal  income  taxes  and  similar  levies 
against  Income  of  the  institution  derived 
from  activities  unrelated  to  the  project  sup¬ 
ported  by  the  grant  or  contract; 

(2)  Taxes  in  connection  with  financing, 
refinancing,  or  refunding  operations  (see 
0-18); 

(3)  Taxes  from  which  exemptions  are 
available  to  the  institution  directly  or  avail¬ 
able  to  the  institution  based  on  an  exemp¬ 
tion  afforded  the  Government  except  when 
the  awarding  agency  determines  that  the  ad¬ 
ministrative  burden  incident  to  obtaining 
the  exemption  outweighs  the  corresponding 
benefits  accruing  to  the  Government; 
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(4)  Special  assessments  on  land  which 
represent  capital  improvements;  and 

(8)  Taxes  on  any  category  of  property 
which  is  xised  solely  in  connection  with  work 
other  than  on  Government  grants  or  con¬ 
tracts.  (Taxes  on  property  used  solely  in 
connection  with  either  non-Government  or 
Government  work  should  be  considered  di¬ 
rectly  applicable  to  the  respective  category 
of  work  unless  the  amounts  Involved  are  in¬ 
significant  or  comparable  results  would 
otherwise  be  obtained.) 

(b)  Taxes  otherwise  allowable  under  para¬ 
graph  (a)  of  this  section,  but  upon  which  a 
claim  of  illegality  or  erroneous  assessment 
exists,  are  allowable  provided  the  institution, 
prior  to  payment  of  such  taxes; 

(1)  Promptly  requests  Instructions  from 
the  awarding  agency  concerning  such  taxes, 
and 

(2)  Takes  all  action  directed  by  the  award¬ 
ing  agency  arising' out  of  subparagTfq>h  (1) 
of  this  paragraph  or  an  Independent  decision 
of  the  Government  as  to  the  existence  of  a 
claim  of  illegality  or  erroneous  assessment, 
including  cooperation  with  and  for  the  bene¬ 
fit  of  the  Government  to  (1)  determine  the 
legality  of  such  assessment,  or  (il)  secure  a 
refund  of  such  taxes. 

Reasonable  costs  of  any  such  action  under¬ 
taken  by  the  institution  at  the  direction  or 
with  the  concurrence  of  the  awarding  agency 
are  allowable.  Interest  and  penalties  incur¬ 
red  by  an  institution  by  reason  of  the  non¬ 
payment  of  any  tax  at  the  direction  of  the 
awarding  agency  or  by  reason  of  the  falline 
of  the  swarding  agency  to  issue  timely  direc¬ 
tion  after  prompt  request  therefor,  are  also 
allowable. 

(c)  Any  refimd  of  taxes.  Interest,  or  penal¬ 
ties,  and  any  payment  to  the  institution  of 
Interest  thereon,  attributable  to  taxes,  in¬ 
terest,  or  penalties  which  were  allowed  as 
project  costs,  shall  be  credited  or  paid  to  the 
Government  in  the  manner  directed  by  the 
Government,  provided  any  interest  actually 
paid  or  credited  to  an  institution  Incident  to 
a  refund  of  tax,  interest  or  penalty  shall  be 
paid  or  credited  to  the  Government  only  to 
the  extent  that  such  Interest  accrued  over  the 
period  during  which  the  Institution  had  been 
reimbursed  by  the  Government  for  the  taxes. 
Interest  or  penalties. 

42.  Termination  costs.  Grants  and  con¬ 
tracts  terminations  generally  give  rise  to  the 
incurrence  of  costs,  or  the  need  for  special 
treatment  of  costs,  which  would  not  have 
arisen  had  the  project  not  been  terminated. 
Cost  principles  covering  these  items  are  set 
forth  below.  They  are  to  be  used  in  conjunc¬ 
tion  with  the  remainder  of  this  docvunent  in 
termination  situations. 

(a)  Common  items.  The  cost  of  items  rea¬ 
sonably  usable  on  the  institution’s  other 
work  shall  not  be  allowable  unless  the  insti¬ 
tution  submits  evidence  that  it  could  not  re¬ 
tain  such  items  at  cost  without  sustaining  a 
loss.  In  deciding  whether  such  items  are  rea¬ 
sonably  usable  on  other  work  of  the  Institu¬ 
tion,  the  awarding  agency  should  consider 
the  institution’s  plans  and  orders  for  current 
and  scheduled  production.  Contemporaneous 
pmchases  of  common  items  by  the  institu¬ 
tion  shall  be  regarded  as  evidence  that  such 
items  are  reasonably  usable  on  the  institu¬ 
tion’s  other  work.  Any  acceptance  of  common 
items  Ets  allocable  to  the  terminated  portion 
of  the  project  should  be  limited  to  the  extent 
that  the  quantities  of  such  items  on  hand, 
in  transit,  and  on  order  are  in  excess  of  the 
reasonable  quantitative  requirements  of 
other  work. 

(b)  Costs  continuing  after  termination.  If 
in  a  particular  case,  despite  all  reasonable  ef¬ 
forts  by  the  Institution,  certain  costs  cannot 
be  discontinued  immediately  after  the  effec¬ 
tive  date  of  termination,  such  costs  are  gen¬ 
erally  allowable  within  the  limitations  set 
forth  in  this  document,  except  that  any  such 
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